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EDITORIAL COMMENT 
THE OUTLOOK FOR RECOVERY 


EW subjects are of more interest 

to bankers and others at the present 

time than that of recovery in pro- 
duction and trade, and_ especially 
whether the recovery that may take 
place will be sound and permanent. 
Considerable light on the matter is af- 
forded by a comprehensive study of 
conditions made by the New York Jour- 
nal of Commerce, in its issue of Sep- 
tember 7. It presents an illustration, 
showing in graphic form the recovery 
in seven leading industries from the 
low point of 1938. Rayon leads with 
90 per cent., followed by steel with 
70 per cent., and by lumber with 50 
per cent. Other important advances 
are silk, 33 per cent., coal 25 per cent., 
and paper 20 per cent. A relatively 
poor showing is made by power, with a 
recovery of only 20 per cent. 

Principal satisfaction will be found 
in the advance in steel, as representing 
the durable goods industries, in which 
the need of recovery is considered most 

urgent. While much of the advance 
here comes from the increase in auto- 
mobile production, a fair share of it 
may be attributed to building construc- 
tion. In the automobile industry, the 
prospects are for a total production of 
3,500,000 units, as compared with 
2,225,000 in 1938. 
_ Summing up its survey of the situa- 
tion, the Journal of Commerce says that 
- “the outstanding characteristic of the 
American business situation, asthe 
passing of the Labor Day holiday 
marks the beginning of the fall season, 
is the rising trend of industrial produc- 
tion, The Federal Reserve Board’s in- 
dex of industrial activity, after regis- 
tering a low for the current recession 
of 76 in May and standing at 77 in 
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June, jumped: to 83 in July. August 
probably did little better than mark 
time, but as the automobile industry 
gets into production on its 1939 models 
an added and important stimulus will 
make itself felt.” From this it appears 
entirely safe to say that recovery is 
really on the way, although the figures 
thus far achieved are less gratifying 
than would be the case were they not 
being compared with the exceedingly 
low point reached earlier in the present 
year. This satisfaction is further quali- 
fied by some doubts as to the nature 
of the recovery that has taken place. 
Is it sound? Will it last? 

Answers to these questions must be, 
in part at least, conjectural. But it 
can be said with some degree of con- 
fidence that some of the recovery is 
genuine, since it marks that course 
which invariably follows the low point 
of every major depression. Energies 
that have been recuperated by partial 
relaxation gradually regain their ac- 
customed activity; shortage of demand 
and diminished production are replaced 
by an increased demand and enlarged 
production. These are sound develop- 
ments. 

But to the extent that recovery is be- 
ing fostered by government spending, 
much skepticism arises, particularly 
among that class of the community 
stigmatized as “conservatives.” They 
fret about the Treasury deficit, worry 
over regimentation in agriculture and 
industry, and take rather a gloomy view 
of things in general. Possibly an old 
adage may apply to the situation, and 
that is not too meticulously to inspect 
the oral cavity of the equine specimen 
gratuitously acquired. 

It could well be wished that the re- 
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covery*now in evidence were propelled 


by the workings of natural forces, and 
without many of the extraordinary ex- 
pedients that are being employed. But 
if they are successful, the disposition 
to find fault with them will be modi- 
fied. The test will come later, and will 
relate to our willingness and ability to 
discard these experiments and to re- 
turn to sounder practices. 


As to the permanency of the recov- 
ery, who can say? In this changing 
world few things are permanent, and 
the term can at best be applied in a 
relative sense only. On this phase of 
the subject special interest attaches to 
an article appearing elsewhere in this 
number by A. Philip Woolfson. He 
is not hopeful of any permanent bet- 
terment in the near future. More than 
that, he doubts if the country shall 
soon, if at all, regain the level of pros- 
perity that prevailed prior to 1929. The 
reasons given for this are, in the main, 
based on the decline in the rate of 
growth in population, and the loss in 
our foreign trade, the latter due to dis- 
turbed conditions in Europe and _ the 
restrictions placed upon such trade by 
many countries. It is the author’s 
opinion that, for a long time at least, 
no marked improvement would .take 
place by a change in the Administra- 
tion. He thinks, also, that a large re- 
sponsibility rests upon business itself 
for bringing about improvement. 

Out of the situation as it exists to- 
day one fact clearly emerges, namely, 
that conditions are decidedly better 
than they were, and that progress is 
still being made toward greater im- 
provement. Across this ray of light 
the ominous threat of a world war 
casts its shadow, but this may dis- 
appear, as shadows have done before. 


© 


STATE AID TO INDIVIDUALS 
NTEREST, aside from that of a 


political character, attaches to the re- 
cent primary in California, where an 
advocate of a plan for granting to all 
persons over a certain age a pension 
of $30 a week has won in a contest 


with Senator McAdoo, the former * c- 
retary of the Treasury. 

This scheme of passing on to the 
community at large the support of im- 
pecunious aged citizens is a logical 
extension of the policy already in op- 
eration, whereby the Government sub- 
sidizes various classes in the community 
whose operations have failed in show- 
ing a profit. 

There lingers in memory the state- 
ment coming not long ago from a high 
source (was it not from the President), 
that “your government will not let you 
down.” In other words, the people 
are being supported by government, 
and not, as many had supposed, the 
other way round, that the people really 
support the Government. 


No one need be surprised that the 
people of California, if this doctrine 
is to prevail, should expect the state 
to support them. 


Whether $30 a week will be accept- 
able to all classes may be considered 
as doubtful. Some will evidently be 
satisfied with this amount, while to 
others it will seem but a niggardly 
pittance. Before fixing the amount, it 
might be well to examine each of the 
beneficiaries with the object of finding 
out his individual tastes and _ habits, 
granting to each, not “according to his 
needs,” but according to his customary 
tastes and habits. 


® 


SOME PHASES OF BANKING IN 
KANSAS 


INCE 76 per cent. of the banks in 
the State of Kansas are in towns of 
a population of 2500 or under, and 
since 70 per cent. of the banks have to- 
tal resources of $500,000 or less, it will 
be seen that this state offers an excel- 


lent opportunity of studying some of . 


the problems of the small unit bank. 
Opportunity for such study is afforded 
by the Report of the Bank Management 
Commission of the Kansas Bankers As- 
sociation, for the association year 
1937-38. 

The account which the report gives 
of the operation of service charges 18 
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especially instructive. In 1937, of the 
505 state banks there were 68 making 
no service charge on checking accounts. 
There were 311 banks whose service 
charges were inadequate, and only 194 
where the results were considered sat- 
isfactory. It was believed that the 
record for the national banks in the 
state would show similar results. 


In 1937, out of a total of all service 
charges, amounting to $1,830,008, serv- 
ice charges collected on checking ac- 
counts only represented a total of 
$1,143,986. Of the important part 
which these charges play in the earn- 
ings of the banks, the report says: 


When consideration is given to these 
figures it is not difficult to see the tre- 
mendous part the service charge program 
is playing in the sound and profitable op- 
eration of Kansas banks. The total capital 
stock, including preferred and common, of 
all Kansas banks on December 31, 1937, 
was $29,206,000.00. The total capital struc- 
ture, including surplus and_ undivided 
profits, was $40,303,378.00. Service charge 
income for 1937 represented 6.3 per cent. 
on the capital stock and 4.5 per cent. on 
the total capital structure. When we re- 
member that these results have been ob- 
tained in spite of the fact that approxi- 
mately 13 per cent. of Kansas banks made 
no service charge on checking accounts in 
1937 and approximately 61 per cent. made 
inadequate charges, we can visualize in a 
small way what the results will be when 
Kansas banks are 100 per cent. on this 
program. The 355 banks who have re- 
ported to this Commission for 1937 show 
a total service charge income of $1,208,- 
210.00 and a total net earnings of $3,052,- 
148.00. In other words, service charges 
represented 40 per cent. of the net earn- 
ings of these banks. In a survey of serv- 
ice charges some inaccuracies creep in 
because of lack of uniform accounting 
methods in the various banks. We hope 
to improve this situation so that service 
charge income will be set up in the same 
manner on the books of all Kansas banks. 


One statement ac- 
companying the report holds that 
“the first essential of a sound and safe 
bank is profitable operation. While 
sound banking must be profitable bank- 
mg, yet it does not follow that profit- 
able banking is sound banking. Every 
ty has a right to expect sound 

ing.” 


It must be considered as altogether 


of principles 
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remarkable that the depositors having 
small balances to their credit are pro- 
viding, in the State of Kansas, approxi- 
mately 40 per cent. of the net earnings 
of the banks of that state. 

The report looks forward with ap- 
proval to a time when 100 per cent. 
of the Kansas banks have adopted 
service charges. It might well regard 
with equal composure when the num- 
ber of accounts subject to service 
charges should be doubled, with the 
possibility of in this way providing for 
80 per cent. of net earnings. 


© 


THE PLACE OF INTEREST IN 
BANK EARNINGS 


ROM a study made by the Federal 

Reserve, it appears that the im- 
portance of interest as a source of bank 
earnings is declining, the decline relat- 
ing to interest received on loans as 
distinguished from that accruing from 
investments. While it appears that 
in the case of banks having deposits of 
$250,000 and under, 63 per cent. of to- 
tal current earnings come from interest 
and discounts on loans, banks having 
deposits of $10,000,000 and over report 
41.4 per cent. from this source. 

If banks are now receiving a smaller 
part of their earnings from interest 
than was formerly the case, they are 
also disbursing less. With the abolli- 
tion of interest on demand deposits by 
member banks, and the very low rate on 
time deposits, the outgo of the banks 
in payment of interest has greatly 
fallen off. And since borrowing by 
banks has practically ceased, this con- 
stitutes another saving of interest. 

As the state banks, not members of 
the Federal Reserve, are in many in- 
stances still paying interest on demand 
deposits, the practice of the banks of 
the country in this respect, as in many 
others, is lacking in uniformity. 

There have been in the past, and 
may be again, times when it was desir- 
able to attract foreign funds by offer- 
ing interest on demand deposits, but 
the situation is far different at present. 
Now no such magnet is required to 
bring in a flow of funds from abroad. 
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HOW BANKING TRANSACTIONS 
OCCUR 


HEN our banks are criticized for 

not lending freely enough, they 
either state that they are meeting all 
demands for sound loans, or remind 
their critics that applications for loans 
do not originate with the bank, but that 
they come from the outside. 

Perhaps the most complete statement 
that can be made of the latter point of 
view is to be found in this paragraph 
from a recent issue of the Revista del 
Banco de la Nacion Argentina: 

The transactions that pass through the 
bank are nothing more than the continua- 


tion of a process always begun and ended 
from the outside. 


American banks have not always 
followed this waiting policy. Time 
was when they solicited deposits, and 
they were not reluctant to make known 
their . willingness to extend foreign 
loans. 

It is at least an open question 
whether or not a bank should be con- 
tent to sit still and wait for what busi- 
ness may be offered. Those engaged 
in other lines of activity are less shy 
and shrinking. They go after business. 
Perhaps for a bank to initiate a loan 
transaction would be inconsistent with 
the dignity that has attached to bank- 
ing from immemorial time. And it is, 
of course, true that it is the applicant 
for a loan who decides whether he can 
make safe and profitable use of credit. 
Still, cases are on record where the 
banker has led the way, with advantage 
to the borrower and without loss of 
the bank’s dignity. 

@® 


THE UNITED STATES AS A 
TRUSTEE 


RUST funds to the aggregate of 

some $4,500,000 million are now 
held by the Government of the United 
States. These funds are held for vari- 
ous purposes, but the one now attract- 
ing most interest is the fund held on 
account of the Social Security Act. This 
amount is large and growing. It far 
exceeds the benefits paid out, though 
these payments will become larger in 
time. 
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There has been severe criticism of 
the method of handling this fund. As 
the receipts come in, they go into the 
general fund of the Treasury, and are 
paid out in meeting the expenses of the 
Government. But in place of the money 
so used, the Government deposits its 
own obligations in a trust fund. That 
is, in substance, for the cash it has 
taken in the Government substitutes its 
own evidence of debt. By many this 
is held as being essentially dishonest, 
and that actually no trust fund exists. 
But if these bonds are held, as pre- 
sumably they will be, in trust for the 
purpose specified, they will when sold 
have whatever value may belong to the 
Government’s bonds at that time. It is 
true that these bonds have no present 
value. They are essentially like a note 
one would make to himself, or as credit 
bank notes were—having no value 
while held in the bank’s till, and be- 
coming valuable only as they were paid 
out. 

That the trust obligations of the 
Government will be faithfully carried 
out may be assumed, although the con- 
fiding depositors of gold who received 
certificates under the mistaken impres- 
sion that the gold was a trust fund for 
the redemption of the certificates had 
a rude awakening from this belief. 


1} 


MEMBER BANK HOLDINGS OF 
UNITED STATES SECURITIES 


HE prominent place United States 
securities now occupy in the assets 
of member banks may be seen from the 
report of condition of these institutions 


as of June 30, 1938. On that date the 


total of loans was $12,937,600,000, 
while the total of United States direct 
obligations was $10,215,007,000. If te 
the latter be added securities fully 
guaranteed by the United States Gov- 
ernment, the total will be brought up 
to $12,342,979,000. Against this item, 
“other securities” aggregated only 
$5,439,938,000. Compared with June 
30, 1937, the total of loans and invest- 
ments fell off by $2,018,052,000. Be- 
tween March 7, 1938, and June 30, 
1938, there was also a decline in this 
item to the extent of $800,660,000. 
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What are the prospects for 
a sustained business 
reeovery ? 


By A. Pxuitie WooLrson 
Economist; Member of the New York Bar 


HE mid-summer rise in the stock 

market and the increased volume 

of industrial activity have engen- 
dered a considerable degree of opti- 
mism among the general public that 
the new depression may soon be a for- 
gotten memory. The increases in steel 
operations, in machine tool production, 
in residential construction, and in tex- 
tile production during the dull summer 
period, have all stimulated added con- 
fidence in the anticipated cyclical busi- 
ness recovery. At the same time, the 
cessation of the decline in commodity 
prices, as indicated by representative 
price indices, has raised the hope that 
the period of sharp price deflation that 
had been in progress since the spring 


of 1937 has finally given way to a price 


upswing. The slight improvement in 
the Bureau of Labor Statistics employ- 
ment index has been a further con- 
tributing factor in the generally better 
feeling as to business recovery pros- 
pects. In fact, there is a fairly general 
unanimity of opinion among Admin- 
istration economists and others that the 
fall of 1938 will witness concrete evi- 
dence of the much-desired business up- 
swing which will gain increasing mo- 
mentum in the following year. 

With a volume of industrial activity, 
as measured by representative business 
indices, running at some 40 per cent. 
below “normal” during the summer of 
1938, it would be only reasonable to 
expect that the Administration’s spend- 
ing program would bring with it some 
measure of revival from such an ab- 
normally low volume of business. The 
current level of unemployment suggests 
that the volume of government spend- 
ing will remain an important element 
of the business picture for at least the 
remainder of the 1939 fiscal year. At 
the save time, the reversal of the credit 
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restrictive program by the monetary 
management authorities, and the pros- 
pect for an increasing volume of out- 
standing bank deposits as a result of 
the anticipated heavy deficit financing 
by the Treasury, suggest that the com- 
modity price level will not be further 
depressed by credit deflation. A stable 
or rising price level accompanied by 
an inereasing volume of consumer 
spending should mean a rising volume 
of industrial activity as the Administra- 
tion’s spending program gains mo- 
mentum. 

One of the principal factors that. may 
have been responsible for the abnorm- 
ally low level to which the volume of 
business fell in the early months of 
1938, and which may contribute to the 
slowness of the pick-up in business in- 
cident to the increased government 
spending, is what may be called the 
political factor. The program and the 
policies of the current Administration 
have continued to be the subject of a 
tremendous volume of more or less in- 
formed discussion by the press and by 
business executives generally. At the 
same time, the present Administration 
has shown no indication of a desire to 
reduce the sphere of influence of gov- 
ernment in business. The result has 
been that business men by and large 
have spent an undue proportion of their 
time and energy in political discussions 
and denunciation, which has tended to 
impair business efficiency and the spirit 
of enterprise. Business has beer 
equally at fault with the Administra- 
tion in the importance it has given to 
the political factor as either an aid for, 
or a hindrance to, business recovery. If 
the fundamentals are favorable, busi- 
ness can recover markedly in the face 
of current Administration reform poli- 
cies; if the fundamentals for business 
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recovery are not favorable, business can 
continue subnormal even if the current 
Administration’s reform and recovery 
program were completely discarded. 


Fundamental Obstacles to Sustained 
Prosperity 


The present subnormal level of busi- 
ness in this country, and the fact that 
business has been decidedly subnormal 
for the larger part of the past eight 
years, would seem to argue for the ex- 
istence of fundamental obstacles to the 
attainment and maintenance of a pros- 
perity level of the volume of general 
business. There has, indeed, developed 
some significant discussion among 
economists as-to the possibility that the 
rate of growth characteristic of indus- 
trial activity up to 1929 is no longer 
to be anticipated in this country, and 
that the country is adjusting itself to 
a level of business more nearly com- 
mensurate with changing population 
trends and consumer requirements. 
Such a conclusion would suggest the 
difficulty of attainment by the country 
of an aggregate national income in ex- 
cess of the pre-1929 level, which would 
still represent a subnormal volume of 
industrial activity for the existing em- 
ployable proportion of the population. 

Two important factors that have con- 
tributed to the pessimism as to the 
future of American business have been 
the unstable international economic- 
political situation, and the wiping out 
of a significant proportion of the sav- 
ings of Americans by the declines in the 
security markets in the past eight years. 
Both factors promise to continue to ex- 
ert a repressive influence on the future 
growth of our aggregate national in- 
come. 

The breakdown of international eco- 
nomic relationships as we knew them 
before the great depression period has 
influenced American business in two 
ways. In the first place, the result has 
been to reduce markedly the volume of 
our total foreign trade; in the second 
place, there has resulted an increasing 
absorption by foreign nations of their 
capital savings in financing extravagant 
re-armament programs in conjunction 
with an extraordinary expatriation of 
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foreign capital for safekeeping in 


America. 


There is an important school of 
thought in this country which is ob- 
sessed with the idea that our foreign 
trade is of only minor importance to 
our national economy and to the growth 
of our national income. The fact that 
statistics indicate that normally only 
some 10 per cent. of our aggregate busi- 
ness is contributed by our foreign trade 
has carried with it the implication that 
even a significant loss in our foreign 
business would have only insignificant 
repercussions on the volume of our do- 
mestic business. The present position 
of the markets for agricultural products 
indicates in a striking fashion how im- 
portant foreign purchases are to the at- 
tainment of a high level of agricultural 
purchasing power and stability of the 
prices of agricultural products. The 
economists’ concept of price-determina- 
tion being dependent on the equilibra- 
tion of supply and demand, emphasizes 
the importance of a change in demand 
from a previous equilibrium supply 
and demand situation. It is only too 
obvious that an adverse change in the 
demand for our principal agricultural 
commodities under conditions of cur- 
rent potentialties of supply, must carry 
with it unfavorable repercussions upon 
our domestic price and income struc- 
tures. Manufacturers do not have to be 
told of the effect upon their overhead 
and profits of a significant decline in 
the volume of their export trade. 


Because of the increasing spread of 


totalitarian ideas in the post-1929 
period the United States has found it 
increasingly difficult to build up its 
foreign business, particularly in agri- 
cultural commodities. The result has 
been the creation of more or less tem- 
porary measures for the maintenance 
of the aggregate income of the agricul- 
tural classes in this country, none of 
which measures have proven to be pro- 
ductive of stability of prices or of in- 
come. The Administration’s reciprocal 
trades agreements policy has been of 
relatively minor importance in counter- 
acting the adverse influence exerted on 
our foreign trade by the trade restric 
tive measures adopted in most of the 
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‘The sprouting acorn with its 
delicate root tendrils, green stem, 
and budding leaves, has the exact 
organic form of the sturdy oak it 
one day may be. 


The smallest bank in a remote 
country town operates under the 
same kind of charter and performs 
the same type of service as the 
largest city bank. 


Your problems are our problems; 
our needs are your needs. For 
more than a century and a quarter 
we have been serving and have been 
served by other banks. 
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PHILADELPHIA 
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PHILADELPHIA, PA. 
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rest of the world. Thus, given a 
smaller volume of the world’s business 
in agricultural commodities, the pros- 
pect of increasing the aggregate income 
of the agricultural section of the popu- 
lation becomes continually more un- 
favorable. 

Not only in agricultural commodities 
does the situation become more un- 
favorable. With the increasing pride 
in national self-sufficiency throughout 
the world, the United States faces a 
continually narrower market for its 
manufactured products, assuming that 
we do not resort to continuous currency 
depreciation to reduce the export prices 
of our commodities. 

It is not intended here to convey the 
impression that our domestic prosperity 
and the growth of our national income 
are completely dependent upon the 
volume of our foreign trade. What it 
is desired to bring out is that under 
conditions where our domestic market 
cannot absorb the increased productiv- 
ity of agriculture and industry, loss of 
export business must have a deleterious 
effect on our aggregate national income. 
It is interesting here to note that the 
sharp decline in our export trade in 
the spring of 1938 preceded by several 
months the sharp decline in the level 
of industrial activity. And the fact re- 
mains that our level of industrial ac- 
tivity and our annual national income 
did attain their most substantial growth 
in a period of thriving foreign trade. 
An accompanying table indicates the 





trend of foreign trade and the volume 
of industrial activity in the past fifteen 
years. 7 

The unstable international economit- 
political situation has also been respdi- 
sible for the extraordinary flight of fop- 
eign capital from investment in the 
foreign centers to the United Statés, 
The result has been to increase sub- 
stantially the volume of our outstanding 
bank deposits and to reduce the capital 
available in foreign centers for their 
domestic expansion. The effect has thus 
been to reduce in appreciable measure 
the foreign demand for our products. 
Nor has there been any inducement for 
the investment by Americans in foreign 
centers—a factor which has had an ad- 
verse influence on the growth of Ameri- 
can exports. 


The Shrinkage in Investments 


An important factor which has con- 
tributed to the decline in the domestic 
market for goods and services has been 
the tremendous shrinkage, if not ex- 
tinction, in the investment holdings of 
Americans since 1929. Whether through 
losses in margin trading or through de- 
clines in the levels of securities, an im- 
portant section of that group of enter- 
prises which is included in our middle 
class has been either wiped out or have 
suffered a decided loss in their spirit 
of enterprise. Some of the by-products 
of this loss of capital and spirit of 
enterprise have been the demand for 


Unrrep Srares Foxurigs Trape Comparep with INnpvustrtan Activity 
1923 — 1938 


Foreign Trade of the United States 


Total Imports 

and Total 
Exports Exports 
(millions of dollars) 
$8,482 $4,556 
5,241 

3,843 

2,424 

1,611 

1,675 

2,133 

2,283 

2,455 

3,345 

1,575 


jYear 
1923-25 
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Industrial Production 
in 
F.R. 
Board 
Index 
(1923-25 
=100) 
100 
119 
96 
SI 
64 


Total Exports 
as Per 
Cent. of 
1923-25 

Average 
100 
115 

84 
53 
35 
37 
tt 
50 
4 
73 


Tel & Tel. 
Index 
(normal 
=100) 
100 
lll 
87 
Zl 
53 
63 
64 
75 
88 
91 
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the creation of a capital banking struc- 
ture, for more liberal commercial loans 
by the existing banking system, and at 
the same time, a decided preference for 
“safe investments” by those who -still 
retain some portion of their capital 
savings. 

The effect on the growth of the -na- 
tional income of the depletion of sav- 
ings of that group of enterprisers in 
the middle class group is to postpone 
for a considerable period the resump- 
tion of the normal rate of growth of 
business in this country that was char- 
acteristic of the pre-1929 period. This 
is because both the purchasing power 
for consumers’ goods is reduced and the 
expansion in plant and equipment is 
slowed down. 

While the volume of outstanding 
hank deposits would seem to indicate 
that there are as ample funds in the 
hands of the public as there were prior 
to 1929, the fact would seem to be that 
the proportion of such deposits owned 
by the small business man is less than 
in the pre-1929 period. For included in 
the present outstanding bank deposits 
is the large volume of foreign-owned 
funds, and the substantial volume of 
hoarded funds owned by the savings 
class. The very low velocity of de- 
posits at present compared with the 
decade prior to 1929 would seem to 
offer some measure of both the loss 
of capital and loss of the spirit of en- 
terprise in the enterprising group of 
small business men which in the past 
has been the backbone of our foreign 
prosperity. 

The result of the shrinkage in our 
foreign business and in our capital 
available for domestic enterprise has 
been not only to put increasing pres- 
sure on the Government to find outlets 
for our productivity and markets for 
our labor. but also to make up the 
deficit in capital formation through 
government expenditures. That we 


have been able to restore some measure 
of prosperity through government in- 


itiative is evidenced by the 1933-37 
business record. That sustained pros- 
perity can be attained through excessive 
dependence on government aid is dis- 
tinetly problematical, but that con- 
tinued recovery will have to rest largely 
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on government expenditures can hardly 
be gainsaid. 

It is probably correct to say that, in 
the last analysis, whichever political 
group controls government operations 
over the next several years will have 
to continue to meet the problems 
created in our domestic economy by 
the world economic and political de- 
velopments of the past decade by in- 
creased social control of industry and 
agriculture. The fact that existing -con- 
trols have up to the present failed to 
solve a severe unemployment situation 
is no justification for the thesis that 
merely a change in the political party 
in power and a discarding of the exist- 
ing Administration’s recovery program 
will automatically result in the réstora- 
tion of business prosperity in this 
country. 

The results of the present Admin- 
istration’s program have unfortunatély 
indicated the difficulty of maintaining 
a period of sustained business pros- 
perity. The orthodox policy of attempt- 
ing through an easy money policy to 
provide for cheap financing of produc- 
tion, and thus encouraging the main- 
tenance of industrial activity, has been 
offset by the inability of an important 
section of American enterprise to bor- 
row on favorable terms on either a 
short-term or a long-term basis. The 
ameliatory policy of building up the 
purchasing power of the masses through 
large-scale pump-priming projects has 
resulted in increasing the tax burden, 
present and prospective, on both large 
and small business concerns. The large 
increase in the outstanding public debt 
has not resulted in restoring the 
productivity of private industry to a 
level where normal reémployment of 
industrial workers can take place. The 
devaluation program has been success- 
ful in preventing a major commodity 
price decline, but because of interna- 
tional conditions has not permitted a 
price rise that would enable industry to 
ease its debt and tax burdens. The 
various agricultural subsidy programs 
have been of no permanent benefit to 
agriculture, and have on the whole re- 
duced the purchasing power of indus- 
trial consumers for non-agricultural 
products. 
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Sustained Prosperity the Problem of 
Private Business 


Nevertheless, the Government must 
continue its economic recovery policies 
in the hope that in due course the in- 
ternational situation will clear up and 
the spirit of American business enter- 
prise will be restored. The fact that 
the Government has in the past several 
years apparently assumed sole respon- 
sibility for the restoration and main- 
tenance of business prosperity has re- 
sulted, however, in too great a 
dependence by American enterprise on 
the Government. What seems to have 
been forgotten is that the problem of 
restoring sustained prosperity is the 
problem of private business, and that 
only private business can solve the 
problem in a way satisfactory to its 
own future profitability. If private 


business could demonstrate to the Gov- 
ernment the feasibility of any workable 
program it may have to restore pros- 
perity, the prospects for sustained busi- 
ness prosperity in the future would be 
immeasurably enhanced. 


Given an unsatisfactory international 


situation and a condition of interna- 
tional depression, together with a domes- 
tic situation with a serious unem- 
ployment problem and where those 
employed seem: more anxious to hoard 
their savings rather than increase their 
expenditures, what can private business 
do, either alone or with government co- 
operation, to restore a condition of sus- 
tained prosperity in this country? 

To encourage those who are presently 
employed to increase their expenditures, 
industry should guarantee that there 
will be no additional lay-offs or wage- 
cuts for a period of at least twelve 
months. In so far as this would in- 
crease confidence in employees in the 
future, the result might very well be 
an increase in the demand for the dur- 
able consumer goods, such as auto- 
mobiles, and might even lead to in- 
creased investment in private housing 
projects. * 

To encourage those private enter- 
prisers who. are suffering from a lack 
of capital for, expansion of plant or 
inventory, the creation of some system 
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of capital banks to aid small business 
in securing funds at favorable terms 
should be considered. That the Goy- 
ernment will have to take the initiative 
in this matter seems hardly open to 
question. That the Government may 
have to take some loss in the operations 
of such banks would probably be more 
than compensated for by the increase 
in employment and reduction of relief 
expenditures. 

To encourage industry generally to 
increase employment some form of sub- 
sidy arrangement may possibly be 
worked out to compensate those firms 
which will increase their personnel to 
increase production in advance of cur- 
rent requirements. Such subsidies may 
take various forms such as a reduction 
or remission of taxes, or the provision 
of capital without interest cost, or the 
assumption by the Government of part 
of the wage cost of the additional per- 
sonnel taken on. 


The Responsibility Resting on 
Business 


In short, the prospects for sustained 
business prosperity in this country are 
at present none too encouraging. The 
existing depression in the United States 
is a part of the depression that is really 
world-wide, and which is in important 
degree the product of a distorted and 
disturbed international economic and 
political situation. The necessity ‘for 
the continuance of large-scale govern- 
ment expenditures in this country to 
prevent a worsening of our domestic 
situation, is apparent. The paramount 
responsibility of private business for 
solving the existing perplexing unem- 
ployment situation calls for a large 
scale of government codperation and 
Federal financial support. The prob- 
lem of restoring sustained prosperity 
will not be solved by a mere change 
in the party controlling the national 
Administration. Constructive criticism 
of Administration policies has its place. 
but less talk and more action by prt 
vate business and full appreciation of 
their social responsibilities is necessary 
if business is to enjoy anything more 
than a short-lived recovery incident to 
increasing governmental expenditures. 
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The growing need of 
bank economists 


By Paut M. ATKINS 


E last two decades have witnessed 
some rapid and, in certain respects, 
extraordinary changes in banking. 

Twenty years ago, banks were still 
primarily institutions for furnishing 
short term commercial credits either by 
direct loans to customers or by the pur- 
chase of commercial paper. With the 
close of the World War, however, a 
gradual evolution began which has led 
to their becoming largely suppliers of 
investment credit through the purchase 
of bonds of all kinds. 

The success of a banker in the earlier 
period depended mainly on his knowl- 
edge of those factors which determined 
short term interest rates and of the 
credit position of his local clients. 
During more recent years, his success 
has been predicated more on his ability 
to analyze the trends of various indus- 
tries and the principal corporations in 
each and to forecast the future of long 
term interest rates. The field of his 
study has been broadened materially 
but it was still largely limited to 
phenomena which can properly be 
classed under the general head of busi- 
ness. 

Within the last few years, the bank- 
ers have become increasingly purvey- 
ors of credit to the national govern- 
ment, and they have discovered that, 
if success is to be attained, they must 
extend the field of their knowledge to 
include an acquaintance with the varied 
forces underlying this credit, necessi- 
tating a familiarity with economics and 
finance which may be properly de- 
scribed as professional in its character. 

At the same time, they still have the 
many existing administrative duties on 
their hands. Clients still call upon 
them and expect advice and counsel on 
all kinds of subjects. Furthermore, 
they are being pressed because of low 
imterest rates and costs of operation 
which have failed to follow the same 
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downward trend as that of interest 
rates. Hence they must give increasing 
attention to the economic conduct of 
the work under their control. They 
have little time, therefore, to devote to 
the study ,of the broader questions to 
which answers must be found and_ in 
many instances they have not had that 
fundamental training which is essential 


‘*With monetary, tax, banking, 
industrial, labor, and other prob- 
lems of a like nature in whose 
development economic and poli- 
tical forces are inextricably inter- 
locked arising in the domestic 
field, and even more difficult 
problems involving totalitarian 
states, autarchic programs, for- 
eign exchange, tariffs, etc., in 
the foreign area, it is essential 
that bankers should have as an 
aid in formulating their policies, 
the information and analyses 
which can only be supplied them 


by thoroughly competent econo- 
mists.’’ 


to the understanding and interpretation 
of the economic significance of current 
developments. 

Given such a situation, how can a 
rational and practical solution be ob- 
tained? The answer is found in the 
utilization of the services of a com- 
petent bank economist, and the build- 
ing up for his support of an adequate 
staff properly equipped with sources of 
information. The functions of such an 
economist are broad in their nature. 
While it is true that much of the 
foundation of his work will be found 
in statistics of various kinds, the econ- 
omist who limits his activities to being 
a super-statistician will by no means 
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meet the needs of the situation. He 
must be more than a collector or even 
an analyzer of figures. In fact, he must 
gather and sift much information of a 
non-statistical nature. More than that, 
he must be an evaluator and interpreter 
of the material which is gathered, re- 
corded and analyzed in his department. 
Let us consider briefly what equip- 
ment this department requires, what 
may! be expected of it, and how its 
work may be utilized for the benefit 
of the bank with a further short out- 
line of how smaller banks may secure 
for themselves at least some of the ad- 
vantages which would accrue to the 
larger bank possessing such a staff. 
What the Economics Department 
Does 


To begin with, the economics depart- 
ment of a bank would be expected to 
aggregate and record so as to be read- 
ily available a wide variety of economic 
and business statistics. Figures in re- 
gard ‘to the banking, investment and 
financial position of this country, data 
on ‘industrial and agricultural produc- 
tion, the merchandising and inventories 


of goods, transportation, building, etc., 
should be collected, recorded on a con- 


tindous, comparative basis, and, in 
many cases, charted so as to be more 
available for analysis and study. In 
most cases it would be advisable to 
break down these figures according to 
industries and sections of the country, 
thus making possible a_ preliminary 
analysis of the causes of the changes 
revealed by the totals. 

Fortunately, it would be unneces- 
sary for this department to make 
original studies for such research is 
both expensive and time consuming. 
Most of the data required can be ob- 
tained from government publications, 
current trade, financial and economic 
periodicals and bulletins published by 
some of the large statistical services. 
As a matter of fact, a greater volume 
of statistical data of this type is avail- 
able than would probably be required 
by most departments. The problem be- 
fore the economist is largely one of se- 
lection of those figures which would 
be most informative to him and to his 
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particular bank. Since the economist 
may be called upon for almost any 
kind of business and economic informa: 
tion, it would be wise for him to index 
sources of business and economic statis- 
tics of all kinds so as to be able to 
locate data quickly when it is needed, 
noting not only the publications from 
which these statistics may be obtained, 
but also the location, especially of back 
numbers, of these several sources. 

If there is one thing that the World 
War and the succeeding peace taught 
in the field of economics, it is that the 
world is bound together by economic 
bonds which may be relaxed or tight- 
ened from time to time, but which can- 
not be broken. It would be just as 
necessary, therefore, that the bank 
economist be informed in regard to 
economic and business trends and de- 
velopments in foreign countries: as in 
the United States. Less detailed. data 
are, perhaps, required currently in re- 
gard to foreign countries than in the 
case of the United States, but it is es- 
sential to receive it regularly and to 
use it in evaluating probable future de- 
velopments. Many figures in regard to 
foreign business can be obtained from 
American publications and others can 
be garnered from the bulletin of the 
League of Nations and the books which 
it publishes from time to time. Certain 
British periodicals are also very help- 
ful. 

In addition to business and economic 
data which lend themselves to statistical 
analysis, there is a great deal of data 
of a non-statistical nature which is most 
useful to the economist. The daily 
press, current magazines and contacts 
with all kinds and classes of people are 
of great value in obtaining information 
of this type. If the fellow bank officers 
of the economist are alert and will re- 
port to him significant facts and 
opinions given them in conversation 
with the clients of the bank, they can 
be most helpful. The economist him- 
self should be able to learn much along 
these lines by talking with these clients 
and with others whom he may meet in 
the course of the day. He will find 
that much, if not all, of his contacts 
and of his reading will, sooner or later, 
be grist to his mill. 
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Politics: and economics have always 
been more or-less related. In fact, un- 
til recent decades, economics | was 
usually called “political economy,” a 
term which is rather more inclusive 
than “economics,” and which indicates 
the connection between the science of 
wealth and the art of government. Par- 
ticularly since the Peace Conference 
and increasingly steadily since then 
with growing rapidity during the last 
few years, this connection has become 
more intimate and more significant. It 
is found not only in the new theories 
and practices of the New Deal which 
has put government into business to a 
degree that could hardly have been im- 
agined a decade ago, but in many other 


One of the most important tasks of 
the economist at the present time is to 
take note of political events, analyze 
their possible significance to banking 
and include the results of this analysis 
in his evaluation of future develop- 
ments. Experience indicates that eco- 
nomic forces in the business field are 
more powerful than political in the 
long run, but that political forces often 
control the timing of economic develop- 
ments and the amplitude of business 
cycles. 

Much of the information in regard to 
political developments can be obtained 
from the daily press and _ current 
periodicals, but it is highly desirable 
to supplement these sources by personal 


“It is not sufficient, however, for this department to be equipped 


to answer questions when they are asked. To ask intelligent ques- 
tions at the right time implies considerable knowledge of the subject 
on the part of the questioner. It should definitely be the task of 
this department to furnish significant information before specific 
request is made for it. In order to do this it is essential that the 
data collected be analyzed and interpreted in order to determine 


what is significant and what is of minor importance.” 


ways of historic standing. The tariff, 
of course, is a classic example. Taxa- 
tion, in general, has long had an in- 
fluence over business and yet it is also 
fundamentally a question of politics as 
well as of economics. 

The foreign field is full of significant 
examples. The reparations levied on 
Germany and the Dawes and Young 
Plans which were a direct outgrowth; 
the Inter-Allied Debt Settlement; the 
international loans to Austria made un- 
der the auspices of the League of Na- 
tions—are cases which were quite as 
much political as economic in their 
origins and which had far reaching in- 
fluence over business. Many of the 
moves of the totalitarian states have 
had their inception in political motives 
but have had major economic conse- 
quences. The efforts which they have 
exerted to make themselves economic- 


conference with persons who are closely 
in touch with political activities. Such 
conferences should include not only 
discussions with Americans but also, 
when possible, with foreigners and 
Americans returning from abroad who 
have remained there long enough and 
who have had sufficiently intimate con- 
tact with foreigners to make their re- 
ports valuable. It is highly desirable 
for the economist himself to make 
periodic trips to other countries to ob- 
tain first hand impressions. 


Understanding of Political Develop- 
ments Necessary 


In order to understand current po- 
litical developments, it is necessary for 
the economist to have had a preparation 
which is usually not included’ in the 
normal training for this profession. To 
ally self-sufficient is but one illustration comprehend political events as they 
of this type of thing. take place, it is essential to have an 
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historical background—economic, social 
and cultural, as well as political. It 
will be found that geography has had 
and does have a surprisingly powerful 
influence over political—and economic 
—developments, and hence the econo- 
mist needs thorough training on this 
subject. 

To understand how people think, it 
is desirable to be able to read their 
newspapers and periodicals. In the 
case of foreign politics, therefore, it is 
helpful, in fact, almost necessary, for 
the economist to have a fair knowledge 
of foreign languages. In brief, a really 
competent bank economist requires 
training and experience not alone in 
economics, finance, banking, , statistics, 
and business administration, but also 
in history, government, geography and 
languages. It is preparation which re- 
quires a breadth of interest and ca- 
pacity which it is not easy to find com- 
bined in one man. This statement of 
the qualifications, however, indicates 
the extent of the gap in the staff of a 
bank which does not have such a man 
in its employ. 

There are a variety of ways in which 
the economist and his staff can be of 
service to the bank. In the first place, 
they should have the information, es- 
pecially the essential statistical data, so 
recorded that it is readily available at 
any time in comparative form. The 
more significant statistics should be 
charted. All of the statistics and charts 
should constantly be kept up to date. 
The staff should also know where other 
data are available and how they can 
be most easily obtained when needed. 

It is not sufficient, however, for this 
department to be equipped to answer 
questions when they are asked. To ask 
intelligent questions at the right time 
implies considerable knowledge of the 
subject on the part of the questioner. 
It should definitely be the task of this 
department to furnish significant in- 
formation before specific request is 
made for it. In order to do this, it is 
essential that the data collected be 
analyzed and interpreted in order to 
determine what is significant and what 
is of minor importance. 

In the second place, it is necessary, 
therefore, for the economist to report 


his findings to those in the bank who 
need them for the successful conduct 
of its affairs. 

Given the situation which has been 
outlined, it is apparent that the econ- 
omist should be one of the most valu- 
able advisors to the president of the 
bank and that small group of senior 
officers who, with the president, usually 
make up the executive committee. A 
natural extension of this service would 
be to the board of directors and various 
committees of the board, both those 
which continue and those which are set 
up from time to time for special pur- 
poses. 

In addition to the directors and rank- 
ing officers of the bank, there are many 
other officers who would benefit ma- 
terially by the assistance which a com- 
petent economist could render them. 
The loaning officers, the trust officers, 
the officers responsible for the invest- 
ments of the bank, the head of the for- 
eign department, the head of the credit 
department—to mention the more im- 
portant of these officials, must neces- 
sarily predicate their decisions in large 
measure on the information and 
analyses which it would be the fune- 
tion of the economist to prepare. 

There are several ways in which the 
economist could aid these officers. Lack 
of time would probably prevent more 
than occasional individual conferences 
with any one of them, this form of aid 
being reserved for special instances 
which demand particular attention. Be- 
cause such cases are likely to be critical 
in their nature, the value of this infre- 
quent aid to the welfare of the bank 
should not, however, be minimized. 


Use of a Bulletin 


One of the best ways for the econ- 
omist to assist the above group would 
be by the preparation of a confidential 
bulletin to be issued at periodic and 
frequent intervals in which could be 
presented the more significant facts and 
interpretations. Supplementary bulle- 
tins could be issued from time to time 
when the importance of current events 
would make this desirable. The bulle- 
tin could be mimeographed thus keep- 
ing the expense of issue low and speed- 
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ing its distribution. This, in turn, 
would make it possible to increase its 
timeliness. 

Another means of aiding the officers 
would be through periodic round table 
discussions. These would make pos- 
sible the amplification of points taken 
up in the bulletin and also facilitate an 
exchange of views among the officers 
themselves. It should not be overlooked 
that the officers having many personal 
contacts with clients and studying par- 
ticular problems would gain informa- 
tion and points of view which, when 
expressed in such a meeting, should 
materially aid in giving all present a 
more well rounded understanding of 
economic and business conditions than 
could otherwise be obtained. It is need- 
less to say that the economist is one 
who probably would gain much from 
such meetings. 

In the third place, the economist can 
be of marked service to the clients of 
the bank and, by so acting, furnish the 
bank with one of the best means of 
attracting new clients and retaining old 
ones. 


Most of the larger city banks have 
numerous country banks as correspond- 


ents. Before the establishment of the 
Federal Reserve System, there were 
many services which the city bank could 
offer to its country cousins in order to 
attract and retain their patronage, such 
as the clearing of checks, the holding of 
securities in safekeeping, etc. Now, 
however, the. Federal Reserve banks are 
in a position to perform such services 
and do so to an ever-increasing extent. 
Moreover, since it is now forbidden to 
pay interest on demand deposits, there 
is even less that the city bank can offer 
its correspondents. The economist of 
a large bank, however, could assist the 
country correspondent banks by fur- 
nishing them much of. the essential 
economic, business and, political in- 
formation and interpretation which he 
supplies to his own hank. Each banker 
must necessarily make his own decision, 
but few of the smaller banks are in a 
Position to employ the services of a 
Competent economist to furnish them 


information which they so definitely 
need, 
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There are several ways in which con- 
tact might be maintained between the 
economist and the correspondent banks. 
The most obvious is the issue of a 
bulletin at periodic or irregular inter- 
vals directed specifically toward their 
problems and supplying economic in- 
formation to aid in solving those 
problems. 

A better way, perhaps, because more 
intimate and personal in character, 
would be found in the organization of 
forums at regular intervals to which 
representatives of the correspondent 
banks would be invited. The economist 
would address these meetings develop- 
ing the factors of current significance 
and explaining the forces underlying 
them, Questions could then be asked 
by the visiting bankers and the data 
and charts in the economist’s files could 
be drawn upon, if needed, to answer 
these questions. The bankers attending 
the forums should gain materially by 
meeting each other and exchanging ex- 
periences and opinions on such occa- 
sions. The forums would also give the 
president of the bank and other officers 
an opportunity to become acquainted 
with their correspondents. Certainly 
the more intelligent among the latter 
would appreciate the benefits to be de- 
rived from such forums much more 
than entertainment on the part of the 
city bank which too frequently is based 
largely on the restaurant, bar and 
theatre. 

Correspondent banks, however, do 
not make up all the depositors of a 
large city bank. Many industrial and 
commercial concerns are likewise de- 
positors and are equally in need of 
sound economic counsel. The sugges- 
tion which has been made in the case 
of correspondent banks can, with slight 
modifications, be utilized equally well 
in the case of industrial and commer- 
cial clients. 

The economist and his department 
will be found useful not only in serv- 
ing clients who are already on the 
books of the bank, but also in giving 
the bank favorable general publicity. 
The use of a bulletin for general dis- 
tribution has been so well developed by 
three or four of the larger banks in 
this country as to need no discussion. 
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A bank economist of established reputa- 
tion would find the pages of many of 
the better business periodicals gladly 
opened to him. It is also likely that 
he would be invited to speak at bankers’ 
and business men’s conventions and 
meetings. His appearance on such 
occasions would attract favorable atten- 
tion to his bank. 

The idea of an economist as an offi- 
cer or one of the ranking members of 
the staff of a bank is not new. Several 
of the larger banks in the principal 
cities of the country have had them for 
years. It does not appear, however, 
that the possibilities of such an office 
have been fully realized by most of 
these banks or that many banks which 
could benefit in at least some of the 
ways indicated have appreciated the 
many advantages to be derived from 
such service. Banks have generally 
been conservative; in fact, it is essen- 
tial to the safety of their operation that 
a conservative attitude be maintained 
on their part. There come times, how- 
ever, when innovations are desirable. 
Recent developments indicate more 
clearly than ever before the desirability 


and frequently the necessity of having 
an economist on the staff of a bank. 


How About the Smaller Banks? 


The average banker on reading these 
paragraphs may well feel that they are 
directed to the large bank and that, 
helpful as an economist would be to 
him in finding a solution to his prob- 
lems, the addition would be beyond the 
resources of his institution. Perhaps 
he feels that he would like to be invited 
to the forum suggested but does not 
know of any large city bank which 
would be likely to extend to him an 
invitation. 

While possibly the cost of an econo- 
mist is more than can be assumed by 
his bank, it does not necessarily mean 
that he cannot obtain the benefits de- 
sired. Here is a situation which offers 
a rare opportunity for codperation on 


the part of a group of bankers. [If 
twenty banks, for example, would con. 
tribute fifteen hundred dollars an- 
nually, they could organize codpera- 
tively a bureau headed by an economist 
and provided with an adequate staff 
which would be able to supply them 
with the information and analyses which 
the large bank would obtain from its 
own economist and his assistants. Such 
a bureau could publish a confidential 
bulletin for the exclusive benefit of the 
codperating banks. The _ economist 
could confer with their officers and di- 
rectors of his institution. The officers 
of the several banks in the group could 
have joint meetings or forums with 
their economist and benefit by an ex- 
change of information and opinion. In 
fact, this common economi¢ bureau 
might well be the focus for other 
groups of activities which would be 
beneficial to all concerned. There is 
no good reason, therefore, why the 
smaller banks need depend on their 
large city correspondent bank to assist 
them in this matter. They have it 
within their power to take the matter 
into their own hands and work out 
their own solution. 

Many excellent ideas have been 
obliged to wait until the opportune 
moment occurs in order to be put inte 
effect. With monetary, tax, banking, 
industrial, labor, and other problems 
of a like nature in whose development 
economic and political forces are in- 
extricably interlocked arising in the 
domestic field, and with even more 
difficult problems involving totalitarian 
states, autarchic programs, foreign ex- 
change, tariffs, etc., in the foreign area, 
it is essential that bankers should have 
as an aid in formulating their policies. 
the information and analyses which can 
only be supplied them by thoroughly 
competent economists. It is reasonable 
to expect, therefore, that the immediate 
future will see banks developing within 
their own organization, or codpera- 
tively, the economic service which they 
so clearly need. 
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BANK DIVIDEND POLICIES 


By J. Van Dyke Norman, Jr. 
Vice-President, First National Bank, Louisville, Kentucky 


NDER the conditions which we 

face today in attempting to lend 

or invest money, and considering 
the rates we get when we do find an 
outlet for our funds, I’m sure that most 
bankers are more interested in hearing 
about how to produce earnings than 
about what to do with the earnings 
once you have them. My subject, how- 
ever, is dividend policies, or perhaps 
more properly “Reserves and Dividend 
Policies.” It is one which can claim 
the attention of every banker, if for no 
other reason because bankers look so 
had on the record in this respect. I'd 
like to have you therefore look first 
with me at the record, the facts as to 
dividend policies which have actually 
been followed in the past. 

There has been a rough rule of thumb 
commonly accepted in banking circles 
that it is proper for a bank having ade- 
quate capital funds to pay out about 
50 per cent. of its earnings in dividends, 
retaining the other half in capital funds 
to provide for growth of business. To 
what extent have bank dividend pay- 
ments actually conformed to this con- 
cept? 

In the tables which accompany this 
article you have a compilation of cer- 
tain figures taken from the annual re- 
ports of the Comptroller of the Cur- 
rency giving the operating results of 
all national banks. The period covered 
is from July 1, 1926, through June 30, 
1936. This period embraces a com- 
plete business cycle, first three years 
of prosperRy, then four years of dras- 
tie deflation, and then three years of 
recovery, with money rates low both at 
the beginning and end of the period. 
Admittedly this was a cycle of extreme 
severity, but it nevertheless represents 
a pretty good acid test. As the first 
of our tables shows, net additions to 
profits for all national banks during 
the ten-year period were $774,716,000. 


Based on a recent address. 
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Dividends paid during the same period 
were $1,630,358,000. Instead, there- 
fore, of retaining 50 per cent. of profits 
in capital funds, all national banks 
during this period actually paid divi- 
dends of more than twice their entire 
profits after deducting losses incurred. 

If 1937 were included and 1927 ex- 
cluded, the ten-year record would be 
only slightly better. It is of course 
true that the years prior to 1933 in- 
cluded the figures of a large number 
of loosely managed banks that have 
since fallen by the wayside, but even 
in the fiscal years 1934 and 1935 the 
total of dividends paid was greater than 
total net additions to profits. 

This is a rather shocking record. The 
banker is supposed to represent con- 
servative financial practice, the man to 
whom the community looks for sound 
financial advice. As a group we ob- 
viously have not managed our own 
affairs in a way that justifies such a 
reputation. Why not? 

The answer is simply that we have 
not set aside adequate reserves for 
losses before declaring dividends. Net 


Taste I 
Aut Nationan Banks 
Years Ended June 30th 
Net Additions 
to Profits 
$252,319 
270,158 
301,804 
246,261 
52,541 
d 139,780 
d 218,384 
d 303,546 
71,372 103,417 
241,971 125,679 
we. BITTE $1,630,358 
286,561 153,475 


Dividends 
Paid 
$180,753 
205,358 
229,672 
237,029 
211,301 
169,155 
99,146 
75,848 


year total 


“Net additions to profits” includes, in ad- 
dition to current earnings after deprecia- 
tion on physical assets, profits and recov- 
eries on bonds and loans, and losses and 
depreciation on bonds and loans, 
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operating earnings before losses have 
been well above dividend payments in 
each of the years under consideration, 
and for the 1927-36 cycle total divi- 
dend payments were only 59 per cent. 
of total net operating earnings, not 
much above the traditional 50 per cent. 
It is obvious, therefore, that we must 
look to inadequate reserves for losses 
to find the explanation of the extrava- 
gance in dividend disbursements which 
was undoubtedly a prime factor in 
bringing about many bank failures. 
Both bond account and loan account 
contributed substantial losses over the 
1927-36 period.. Table II shows that 
for this period all national banks had 
a net loss realized on bonds and secu- 
rities of 0.43 per cent. of the average 
annual investment in bonds and secu- 
rities, including U. S. Governments. 
The average interest rate earned on 
bonds and securities over the period 
was 3.71 per cent. The average prin- 


cipal loss was, therefore, over 10 per 
cent. of interest earned. Here, again, 
if 1937 were included and 1927 ex- 
cluded, the results would be improved 
slightly, but not enough to change the 


conclusions materially. 

The loan account shows a similar 
record. Table III shows that in the 
same period net loss on loans for all 
national banks was 1.35 per cent. of 
the average investment therein. There 
was no single year in which net losses 
were not at least 0.40 per cent. of the 
loan portfolio. For the ten-year period 
interest earned on the loan portfolio 
averaged 5.58 per cent., so that average 
net losses were just under 25 per cent. 
of interest earned. In 1937, in spite 
of low losses, modern stream-lined 
regulation, etc., losses on loans were 
over 13 per cent. of the interest earned. 

So much for the record of our in- 
glorious past. What are we to learn 
from it that will help us in shaping 
dividend policies today? 

All of what I shall have to say on 
this point is based upon the assumption 
of adequate capital funds. A bank 
must of course have sufficient capital, 
surplus, and undivided profits to sup- 
port its volume of deposits before any 
dividend payment at all can be consid- 
ered. Unless this is the case, so that 


the loan and investment accounts rest 
upon an adequate cushion of capital, 
all earnings must obviously be accumy- 
lated to augment the cushion. The dis. 
cussion therefore assumes that capital 
funds are adequate in the light of all 
factors, including character and stabil- 
ity of deposits, and character and pro- 
portions of the loan and investment 
accounts, . 
The first thing it seems to me we can 
learn from our history of operating re. 
sults and dividend payments is that 
each bank must study the record of its 
own past experience in respect to losses 
on loans and investments, as well as the 
average record of banks in the nation, 
to get some idea of what should be 
placed in the reserve account in order 
to be reasonably sure of taking care of 
losses. Not until this requirement is 
met can a sound dividend policy be 
formulated. How many bankers, | 
wonder, would like to set aside in re- 
serves for losses, in addition to all 
profits taken on bonds and recoveries 
on loans 10 per cent. of all ‘interest 
received on bonds and 25 per cent. of 
all interest received on loans? 
To most bankers I’m sure this would 
seem very drastic. Undoubtedly it is 
overly drastic in many cases. But the 
record seems to place the burden of 
proof on each bank to show that it is 
overly drastic in its individual case. In 
other words, unless the officers of 2 
bank can show from the record a per- 
formance in preventing losses over & 
period of time superior to the average 
of all banks, how can they be justified 
in following any less conservative re- 
serve policy than that which we have 
seen would have been necessary to 
bring all national banks out whole over 
the period of a business cycle? The 
experience of a bank over a_ business 
cycle is perhaps the best guide as to 
what reserve policies are necessary for 
it. Such experience provides the best 
test of competency of management, and 
is, as Patrick Henry said, the only lamp 
by which our feet may be guided. 
The position of a bank director is, 
as events of the past ten years have 
proved, a very responsible and not an 
easy one. Is it fair to a board of di 
rectors to charge them with the respon- 
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sibility of declaring dividends without 
having available a study of the record 
as to losses which will enable them to 
feel reasonably sure that the apparent 
earnings are really available for divi- 
dends? I believe if I were a bank di- 
rector I should require such a study 
to be made in my bank, and even if 
the directors do not make this require- 
ment, then it would seem clearly a part 
of the duties of the officers of the bank 
to be able to support their ‘earnings 
statement with a demonstration from 
the record that their reserve policies 
are adequate. 

There are of course numerous other 
factors entering into the determination 
of reserves and dividend policy beside 
the one of historical performance. This 
is true with reference to reserves for 
losses on both bonds and loans, but 
particularly on bonds. The reserve 
reasonably necessary to protect a bond 
account will vary with the make-up of 
the account. It is obvious, for example, 
that government bonds require less re- 
serve than corporation bonds, that 
short maturities will have less price 
fluctuation than long maturities, and 
that high-grade municipal and cor- 
porate bonds need less reserve than 
low-grade ones. 

This brings me to a subject that is 
currently particularly interesting, the 
recently issued regulations of the 
Comptroller of the Currency on bank 
investments and the revised rules for 
bank examination procedure announced 


(Sneeeeeeeeeen 


jointly by the Secretary of the Treasury, 
the Federal Reserve Board, the Federal 
Deposit Insurance Corporation, and the 
Comptroller. When I started to pre- 
pare this paper these regulations had 
not been issued, and to some extent 
they have made obsolete some of what 
I was going to write. I was going to 
present, as the first conclusion to be 
drawn from the figures, the sheer folly 
of ever taking profits on the sale of 
securities into earnings as a basis for 
dividends. This, I am very pleased to 
see, has now been made largely impos- 
sible by the new regulations, and I am 
glad to have this opportunity to ap- 
plaud the step taken by the supervisory 
authorities in ruling that “Until losses 
have been written off and adequate re- 
serves established, the use of profits 
from the sale of securities for any pur- 
pose other than these will not be ap- 
proved.” We have seen that for the 
banking system as a whole security 
profits have been wholly illusory; con- 
sequently, from the standpoint of the 
long-term effect on the banking busi- 
ness, the new regulation, which enforces 
a recognition of this fact on all banks, 
is a constructive development. 

What constitutes “adequate” re- 
serves in the meaning of the regulation? 
I have as yet seen no light thrown on 
this point by anyone connected with 
the various supervisory authorities, and 
| have found that the examiners I have 
talked to have been very non-committal 


indeed on the subject. What I have 


Tarte ITI 
Aut Nanmonat Banxs—YEArs Envep June 3010 


Profits and Losses on Securities 
(includes charge-offs and recoveries) 


U.S. Gov't and 

Other Securities Losses 
ee $6,393,218 $27,579 
1928 7,147,448 29,191 
1929 6,656,535 43,458 
1930 6,888,171 61,371 
1931 7,674,837 119,294 
1932 7,196,652 201,848 
1933. 7,371,631 236,557 
1984... 9,348,553 241,789 
1935. 10,716,386 136,743 
1936 .. 12,482,625 93,531 


Ten year total $81,876,056 
\Werage loss On annual investment 
1937. 12,116,287 94,069 
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Percentage 
Profits Net Loss of Investment 
$61,544 +$33,965 +853 
66,657 + 37,466 + 52 
42,913 545 -- 
48,926 12,443 18 
59,692 59,602 78 
34,390 167,458 2.33 
51,515 185,042 2.51 
93,580 148,209 1.59 
156,645 + 19,902 + .18 
222,222 +128,691 +1.03 


$353,275 


198,066 + 93,997 





said up to this point has been an effort 
to throw light on the question of what 
would have been actually rather than 
officially adequate. In this connection, 
I should like to refer you to the ideas 
advanced by J. Harvie Wilkinson, Jr., 
in his very valuable book “Investment 
Policies for Commercial Banks.” 

If you think that the figures I have 
given suggest the need for a drastic 
charge for reserves, let me remind you 
that Mr. Wilkinson recommends that 
banks carry a reserve of 25 per cent. of 
the entire bond account, excluding gov- 
ernments shorter than five years. He 
argues that, since the Standard Statis- 
tics average of forty-five high-grade 
corporate bonds declined by 25 per 
cent. from 1928 to the bottom of the 
great depression, and since the average 
of all listed bonds dropped 40 per cent., 
a reserve of 25 per cent. is necessary 
to maintain capital unimpaired under 
all eventualities. 

I feel that a reserve of this size is 
unnecessarily large in the average case. 
The accumulation of a reserve against 
losses in the loan account is not predi- 
cated upon the need for a cushion big 
enough to absorb all losses on loans in 
the event that the entire loan account 
had to be liquidated at once, but is 
rather designed to take care of losses 
as they are realized in the course of 
continuous operation of the bank. It 
would seem that under modern banking 
conditions this theory is reasonable, 
and that the investment account is like- 
wise to be regarded as a continuing 


operation. If so, the reserve against 
the investment account should likewise 
be designed primarily to be sure to 
cover losses as they are realized through 
sale or default of bonds, rather than 
to cover all conceivable price fluctua- 
tions. The best protection against the 
latter is rather to limit the size of the 
investment account to a_ conservative 
ratio to capital funds, and to maintain 
investment quality with all possible 
vigilance. 

Let me sum up, therefore, by urging 
you to have at least a large enough 
reserve to absorb all probable actual 
losses. You will note that I am not 
attempting to prescribe a standard of 
adequate reserve policy for all banks. 
I don’t believe there is any such thing. 
I'd like to repeat, however, that the 
average losses for all national banks 
in the 1927-36 period were 10 per cent. 
of interest received on bonds and 25 
per cent. of interest on loans. If this 
arouses a determinaton to study your 
own experience and plan your reserve 
accounts accordingly, the purpose of 
these remarks will have been accom- 
plished. The recent regulation as to 
the use of security profits for dividends 
shows that the authorities are actively 
taking up this general subject. If we 
do not ourselves adopt intelligent poli- 
cies in this regard, some rigid policy 
of reserve accumulation may be pre- 
scribed by authority and made binding 
on all of us. How much better to avoid 
such an outcome by taking the neces- 
sary action ourselves! 


ee 
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Losses and Recoveries on Loans 


Total 
Loans and Discounts 

pea he $13,955,696 
15,144,995 
14,801,130 
14,887,752 
13,177,485 
10,281,676 
8,116,972 
7,694,749 
7,365,226 
7,759,149 


Lasses 
$86,512 
92,106 
86,815 
103,817 
186,864 
259,478 
231,420 
379,294 
188,237 
155,026 


Ten year total $113,184,830 
Average loss on annual investment 
8,807,782 


111,000 
300 


Percentage 
Net Loss of Investment 
$67,629 A8 
72,587 48 
68,666 
$8,137 
170,258 
242,725 
214,291 
352,990 
155,896 
90,829 


Recoveries 
$18,883 
19,519 
18,149 
15,680 
16,606 
16,753 
17,129 
26,304 
32,341 
64,197 


$1,524,008 
1.35 per cent 


64,243 46,757 53 
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Don’t eash checks for strangers 
By C. W. FisHpaucn 


T various times every bank has dis- 
played a large placard: “We do 
not cash checks for strangers with- 

out proper identification.” If this had 
been obeyed literally as well as figura- 
tively many banks would be dollars 
ahead today. However, every day we 
read of new methods being used by 
various members of the fountain pen 
bandits. 

Recently a stranger appeared at a 
bank window and stated that he wished 
to make a deposit for one of the bank’s 
regular customers. He was accommo- 
dated and offered for deposit a check 
of $45 drawn on a neighboring bank. 
He requested and received from the de- 
posit $10. In a few days the check was 
returned from the clearing house 
marked: “no account.” The bank called 
the customer and discovered that he 
had never at any time instructed any- 
one to make such a deposit. The bank 
absorbed the $10 and felt very for- 
uunate that it was not larger. 

Some crooks will spend several 
months in a city operating an account 
with deposits and withdrawals. Finally, 
making one last deposit of a sizable 
amount consisting of transit checks, 
then withdrawing most of the funds be- 
fore the checks have time to clear. The 
checks of course are returned protested. 
In this case the crook may not be con- 
sidered a stranger as he has been known 


for several months but if he had been 
investigated when he WAS a stranger 
—when the account was opened—there 
would have been no loss. 

The salesman stranger does not effect 
the banker as much as the bank’s cus- 
tomers. They do, however, end their 
sales scheme at the bank’s counter when 
they cash the customer’s check. There 
is, for example, the glib correspondent 
course salesman that paints glowing pic- 
tures and promises of work to John 
Farmer’s son. Under the influence of 
this high-powered talk Mr. Farmer 
gives the salesman a check for $50 as 
down payment but he is careful to make 
the check payable to the correspondent 
school itself. The salesman at once 
hurries to the bank and attempts to 
cash the check. Many times he has the 
proper credentials from the company 
authorizing him to cash company 
checks, sometimes he does not. Either 
way it is a sound plan to refuse pay- 
ment without a specific call to the 
drawee for instructions, for after all 
you are doing business with a stranger. 
Many times when the salesman has left 
Mr. Farmer realizes that the gold 
painted picture of the wonders of the 
correspondent course is slightly tar- 
nished. He calls the bank to stop pay- 
ment on the check, the salesman real- 
izes this and uses every effort to cash 
the check without delay. I recall one 


IDENTIFICATION OF SIGNATURE FOR PURPOSE OF 
CASHING LIVESTOCK CHECKS 


Check No. 35833 


Amount $14.95 


(Jim M. Chambers) 


Signature of Payee 


Witnessed by 


(Lauber) 


A livestock firm issues a voucher similar to the above with every check. When presented 
With the cheek to the local bank it serves to identify the payee and make it safe for the 
bank to cash the check. 
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salesman that merely requested that the 
bank issue a draft payable to the com- 
pany and at that time it was considered 
a perfectly reasonable request. The 
draft was issued and in less than an 
hour the customer called to stop pay- 
ment on the check. That same day the 
draft was cashed at a neighboring town, 
the stranger salesman endorsing the 
company’s name and furnishing no cre- 
dentials. We have often wondered why 
any bank would cash a draft without 
proper identification. 

The two most dangerous forms of 
forgeries seem to be bank drafts and 
cream checks. It seems to be a gen- 
eral impression that drafts and cream 
checks being drawn on_ responsible 
parties are unquestionably good. I have 
known men to cash cream drafts with- 
out a moment’s hesitation, when if a 
personal check were presented they 
would with equal promptness refuse. 
Drafts and cream checks may not be 
refused for insufficient funds but they 
may be refused as forgeries. 

In most cases the stranger at the 
bank’s window is a perfectly honest 
party with no intent to defraud but the 
fact that he is a stranger remains. There 
is no possible way to turn a stranger 
down without his feeling you mistrust 
him. The fact that you do not cash 
his check lends support to his reason- 
ing. There is no banker that wishes to 
antagonize a legitimate customer but 
he does so when he unfeelingly refuses 
to cash a check. However, it is pos- 
sible to offer an explanation that some- 
what appeases the stranger’s anger. 
You can explain that when a bank ac- 
cepts a check and endorses it, they 
guarantee that they know the endorser 
and also guarantee the -check itself, 
therefore without identification the 
check can not be cashed. There are 
many similar explanations that can be 
offered that will tend to make the honest 
stranger feel that you are really trying 
to help him—or at least being fair. 
The old adage: “Honor thy father and 
mother but not strangers’ checks” is a 
mighty good slogan for every teller. 

Sometimes bank customers voluntar- 
ily identify strangers. This spring a 
stranger presented a transit check for 


$10. He was not only a stranger to us 
but the maker of the check was like. 
wise unknown. We-explained that it 
would be necessary for him to obtain 
identification before we would pay the 
item. The stranger left and few min- 
utes later returned with a local mer- 
chant. The merchant volubly announced 
that the stranger was “as good as gold,” 
When we requested that he endorse the 
check he became quite angry and 
abusive, saying that he did not care to 
endorse checks as he wasn’t in the bank- 
ing business. We explained that we 
were in the banking business but that 
the first rule of banking was to know 
the party we were doing business with 
or have full and guaranteed identifica 
tion.. The merchant soon realized that 
we were only making a reasonable re- 
quest, asking for what he asked his own 
customers, proper identification. A 
pleasant smile and a little explanation 
will do wonders. 

With firms that issue a large number 
of checks, the plan illustrated by the 
sample form works very well. This 
form is used by a local livestock firm. 
They issue this dated form, showing the 
check number and amount with every 
check. The customer signs this form 
and it is witnessed by the yard cashier. 
It is based on the traveler check plan. 
The customer presents the check at the 
bank along with this signed voucher. 
The check is signed before the teller, 
the teller compares the endorsement 
with the voucher signature. If they 
correspond the check is cashed. The 
form is retained by the bank and filed 
away until the stockyards have received 
that month’s statement and had time to 
examine their: checks. Since the in- 
stallation of this plan there has been 
no loss through forged endorsements. 

We must remember three simple rules 
when dealing with strangers: 1. A 
stranger that has been a customer for 
three months is still a stranger unless 
he was properly identified at first. 
2. A stranger trying to cash a company 
owned check should remain a stranger. 
3. Strangers are not always crooks, but 
crooks are usually strangers. 

Caveat emptor—let the buyer beware. 
A bank cashing a check is really buy- 
ing the check and the burden is on it 
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Some banking relationships 


By P. D. Houston, 


Chairman of the Board, American National Bank, Nashville, Tennessee 


IVILIZATION has developed no 

one form of business that is more 

essential or more necessary to 
the commercial and economic life of 
the community, the state or the nation 
than our present banking system which 
touches, directly or indirectly, the life 
of almost every man, woman and child. 
Banks reflect the growth and progress 
of their communities; likewise the sta- 
bility and growth of the community is 
just as often a reflection of the bank’s 
cooperation and influence. 

We have permitted, unconsciously 
perhaps, too much to be taken for 
granted by the public with reference to 
banking service, so that it is not alto- 
gether surprising if we find a lack of 
understanding or a lack of appreciation 
for the value of our service which we 
render at no small cost. We have suf- 
fered much for our neglect in this re- 
spect and should resolve to give more 
attention toward developing this under- 
standing and appreciation. 


The Granting of Credit 


Now in my opinion our most im- 
portant relationship is the relationship 
with our borrowing customers which in- 
volves the primary function of our 
banks. The real purpose for which 
commercial banks were established is 
the extension of credit, and while the 
ability to perform that function is most 
dependent upon deposits, yet no free 
depository facilities could be main- 
tained for the public without earnings 
derived from credit extension. A com- 
munity would receive little benefit from 
a bank whose only service was that of 
a depository. To bring together and 
hold unused the surplus funds of a 
community would convert a bank into 
a warehouse, and place it in the cate- 
gory of the hoarder, except for the 
expense of so doing. 


—_—_— 


Condensed from an address. 


It is in the extension of credit that 
the banker may make claim to the state- 
ment that “banking is a profession.” 
The successful performance of this duty 
calls for much skill and _ training, 
whether the credit be extended through 
loans and discounts or through the form 


AS TT TER LAER I ANAS ARR 


‘‘Steinmetz said many years 
ago that co-operation was no 
longer a sentiment but an econo- 
mic necessity. That is true today 
as never before. The lack of co- 
operation frequently increases 
unnecessarily our costs of doing 
business. Lack of co-operation 
results in losses frequently. Lack 
of co-operation produces many 
undesirable conditions and makes 
business a task when it could be 
a pleasure. With the combined 
influence of all our banks, of all 
our officers, directors and stock- 
holders, united in a co-operative 
spirit for the good of our busi- 
ness, little would remain worthy 
of accomplishment, which this 
combined force could not achieve 
for the good of all, so long as the 
objectives sought were deserv- 
ing.’’ 


of securities investments. In any event 
a very definite policy based upon cer- 
tain fundamental principles should be 
adopted. Credit should not and cannot 
be successfully extended day by day on 
decisions influenced by conditions of the 
moment. Such a practice is not a 
policy, and will surely become incon- 
sistent, embarrassing and productive 
of losses. 

A great change has taken place in 
the composition. of the earning assets 
of our banks. This has been due to 
many factors, some of which we hope 
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are temporary, while others we know 
are permanent. Some of the disturb- 
ing factors may be eliminated by the 
cooperative and energetic action of 
bankers; other factors we must accept 
as inevitable, and there seems to be 
nothing that we can do other than to 
follow the economic trends caused by 
new inventions and scientific develop- 
ment. 

Withal, however, bankers still have 
the opportunity and obligation to fur- 
nish leadership arid assistance in the 
community growth by developing the 
man-power that makes up the commun- 
ity. It is in this duty and privilege 
that the banker will find the real ro- 
mance of his profession. One consid- 
eration of great importance in_ the 
granting of credit is the purpose for 
which the credit is.to be used. The 
loans most helpful in a community are 
those made for productive purposes. 
Such new wealth creates new purchas- 
ing power which in turn generates addi- 
‘tional activity throughout the whole 
economic community in which the bank 
will share again. 

' 
The Country Banker’s Opportunity 


The so-called country banker per- 
haps has greater opportunity in respect 
to community development than does 
the city banker, because in our cities 
we have many agencies and organiza- 
tions such as chambers of commerce and 
civic clubs that frequently furnish the 
leadership for civic upbuilding, and 
the banker has only his part as an in- 
dividual member of these organizations. 
There are many rural counties and com- 
munities in our states where the local 
banks have been responsible for an 
almost complete change in the economic 
pattern of that trade area. This has 
been accomplished largely through re- 
lationships between the banks and their 
borrowing customers who have been en- 
couraged and influenced to change from 
one phase of agriculture to another 
which holds greater promise for suc- 
cess. Bankers of all business leaders 
should be alert in the study of those 
changing business conditions in their 
territory. 
304 


The country banker is prepared to 
extend credit where justified and can 
meet the rates of government loans 
when all factors entering into the final 
costs are considered. Bankers cannot 
hope, however, for this problem to fur- 
nish its own solution. Bankers must 
become just as active as such agencies 
are competitive. Indifference does not 
dispel competition nor compel busi- 
ness. 

We have some rather inconsistent sit- 
uations existing in government regula- 
tion in cases of competing agencies. 
Insured commercial banks are regulated 
as to interest payments on deposits. 
This is fortunate, it seems, since bank- 
ers would not regulate themselves 
through codperation with reference to 
what at one time was the greatest of 
all drains on the earnings of our insti- 
tutions. But many banks are ex- 
periencing competition from other gov- 
ernment supervised institutions which 
are permitted to pay a higher rate of 
interest, a rate which commercial banks 
would not be able to pay if permitted 
by regulation to do so. Commercial 
bankers, of course, understand, but the 
public generally does not understand. 
Since the Government does not explain 
this to the public, bankers themselves 
should do some educational work where 
such competition for funds exists. 

Any form of competition that tends 
to reduce the earnings of our commer- 
cial banks increases the responsibility 
of the Federal Deposit Insurance Cor- 
poration, so that in the end many 
smaller institutions may have to be 
liquidated or merged with the result 
that many communities may be deprived 
of banking facilities. And to us who 
do not believe that branch banking is 
best for our country and our people, I 
would say that in my opinion such a 
condition might become a great in- 
fluence or factor in the development of 
branch banking, if indeed branch bank- 
ing affords economies of operation as 
claimed for it by its advocates. 


Public Relations 


As to future legislative trends, I be- 
lieve that in so far as laws and regula- 
tions may be considered as a major 


THE BANKERS MAGAZINE for October, 1938 





part of our governmental relationships. 
our real problem there resolves’ itself 
jnto one of public relations. Theoreti- 
cally at least, legislation is supposed to 
be a reflection of public sentiment, or 
a response to public demand. Our 
legislators and our Congressmen, in 
most part, are acting in accord with 
what they believe the majority of their 
constituents want, whether the con- 
stituency is right or wrong. It is easy 
to understand how a member of Con- 
gress or a member of our legislature 
may have such a theory of our system 
of government. He is their representa- 
tive and feels that their wishes should 
be followed, believing perhaps that in 
a democratic form of government the 
views of a majority of our people must 
be correct. Therefore, in so far as 
banking legislation is concerned, it is 
the task and duty of the banker to 
see that the public’s view concerning 
banking is correct. That is why I in- 
sist that our legislative problems, if 
any, are problems of public relations. 
Bankers should and must take their 
place in educating and informing the 
public about the banking business if it 
is to survive what some express as the 
threat of government ownership. 

Banking reform or change when 
needed should come from within, and 
with the codperation of those whom 
banking serves. So again I repeat that 
an informed public will be a friendly 
public. Bankers can make no greater 
contribution to the welfare of their own 
business than to assist in developing a 
public understanding which will result 
in a favorable public sentiment. This 
sentiment in the final analysis will con- 
trol banking legislation, but this senti- 
ment cannot be developed without the 
cooperation between banks. If bankers 
cannot agree among themselves about 
problems of management and opera- 
tions, then it is entirely too much to 
ask that the public agree with either 
group of banks that might not be in 
accord on fundamental issues. 


Dual Banking System 


This country of ours, in spite of de- 
Pressions and recessions, has enjoyed 
the fastest growth, and has reached the 
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highest degree of development of any 
nation of the earth. Banking has made 
its full contribution to this phenomenal 
growth. Our banking system has been 
gradually improved throughout the 
years, while it served the nation, until 
today we have a banking system that 
seems best suited to our country and 
our people. Our plan of government 
is unique, being composed of autono- 
mous units which make up the power- 
ful whole. We have had a dual system 
of government and we have had a dual 
system of banking. It is scarcely con- 
ceivable that a country as large as ours, 
with as great a variety of resources and 
interests, could ever well change from 
a dual banking system, in spite of the 
homogeneity of our population. Cer- 
tainly the interest of the nation and the 
welfare of the people have been served 
and developed more faithfully and more 
effectively under a dual system of bank- 
ing than could have been done by a 
unified system or a nation-wide branch 
banking system. It is my belief that 
our present system of banking can con- 
tinue to serve the needs of our people, 
our communities and our nation. The 
interests of the public do not demand 
either a change to a unified system of 
banking or a change to a branch bank 
system, nor is such change desirable. 
The community owned bank represents 
a codperative effort on the part of that 
community toward self development, 
and if our present system of banking 
properly serves, keeps step with prog- 
ress and changing conditions, our pres- 
ent system will continue and there need 
be no fear of the development of a 
branch system in this country. We who 
believe in state’s rights and who oppose 
too much centralization of authority in 
government will, I am sure, give our 
best efforts toward the maintenance of 
our dual banking system. 

I not only believe in the retention 
of our present dual system of banking, 
but I also believe in our maintaining 
this system without the -addition of 
branch banking privileges, for either 
State or National banks, except when 
definitely confined to county-wide areas 
as now provided for in many states. 
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"All my old friends 
ae Gone... 
EXCEPT ONE! 


“Of course, I have my sons and 
daughters, and no man could ask for 
better. 


“But among my lifetime friends, I 
have but one left. A friend that has 
stood by me ever since I was a boy— 
my savings account at The Williams- 
burgh. I saved regularly when I was 
younger; and now I’m independent 
because of it. 


“Just the other day, I opened a sav- 
ings account in trust for my young- 
est grandson. I know The Williams- 
burgh will prove as much a friend 
to him as it has to me.” 


—the 3 
WILLIAMSBURGH 
Cy, mutuat SAVINGS BANK 


ete ee 
FOUNDED F851 TO SERVE THE FAMILIES OF BHOOTITN AND LONG ISLAND 
—— 


Hanson and Ashland Places 
Broadway at Driggs Avenue 


Such provision can afford banking 
services that might not otherwise be 
possible for some communities which 
in the past may have enjoyed facilities. 

In closing I would not fail to men- 
tion the relationship that should exist 
between our banking institutions, keen 
competitors though we may be. This 
relationship should be one of codpera- 
tion. We have learned much in recent 
years in regard to a closer coéperation, 
but we are far from the perfect state as 
yet. Failure to codperate properly, | 
am convinced, is the explanation for 
much of our regulation and legislation. 
Through coéperation much of our diffi- 
culties could be avoided. We should 
exercise self-regulation through  co- 
operative action and not have regula- 
tion imposed so much from the outside. 
Millions of dollars of our earnings 
could have been set up in reserve or 
passed on to stockholders as dividends 
in years gone by if we had only co- 
operated to do the things that each knew 
should be done. Fortunately, legisla- 
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tion forced us to do many of these 
things, just as in the case of interest 


payments on deposits. Bankers knew 
long before Congressmen that banks 
were paying too much interest on funds 
but we failed to codperate in exercising 
our best judgment. Steinmetz said 
many years ago that codperation was 
no longer a sentiment but an economic 
necessity. That is true today as never 
before. The lack of codperation fre- 
quently increases unnecessarily our 
costs of doing business. Lack of co- 
operation results in losses frequently. 
Lack of coéperation produces many un- 
desirable conditions and makes business 
a task when it could be a pleasure. 
With the combined influence of all our 
banks, of all our officers, directors and 
stockholders, united in a codperative 
spirit for the good of our business, 
little would remain, worthy of accom- 
plishment, which this combined force 
could not achieve for the good of all, 
so long as the objectives sought were 
deserving. 
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Some principles of interest 


By Hersert G. SMITH 


HERE once was an old saw to the 

effect that “‘it isn’t the interest, but 

the principal, which counts.” An- 
other: “It was against his interest 
to pay the principal, and against his 
principle to pay the interest!” But, 
be that as it may, the calculation of 
interest, simple or compound, would 
seem to be such a common, every- 
day procedure that further discussion 
of the subject would be idle. And, 
indeed, the following comments may 
possiblly be of greater abstract or 
academic interest -than of immedi- 
ately practical significance. They will, 
nevertheless, treat of a rather ob- 
scure phase of the question and point 
out where, by following custom, an un- 
recognized “leak” —positive or negative 
—may be introduced. 


6% Is Not Necessarily 6% 


On the customary basis of cumputing 
and handling interest, it seems to be 
assumed that as soon as interest is 
earned, it is withdrawn and spent; this 
discussion of accurate interest, on the 
other hand, is primarily based upon 
what appears to be the more logical 
accounting practice, in that interest 
earned periodically becomes principal, 
itself subject to being “rented” for 
interest. 

If interest is paid once a year, the 
“turnover” of principal may be said to 
be 1, and the original principal aug- 
mented by interest one time a year. 
The principle holds whether the interest 
so earned is left with the original prin- 
cipal, augmenting it, or whether it is 
withdrawn and separately or in con- 
Junction with other funds, is employed 
as principal. In any event, as often as 
interest is received it becomes principal 
and, for practical purposes and under 
reasonable efficiency, itself immediately 
may become a source of further interest. 

If interest is paid twice a year, each 
payment of interest again becomes prin- 
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cipal, periodically as paid or as ac- 
counted for, itself subject to earning 
interest, and the “turnover” of prin- 
cipal may be said to be 2, even though 
the earnings on each turnover are less 
than when the turnover is 1. And so 
on. 

Custom developed over a long period 
stipulates that the year shall be the 
basic unit of time with respect to in- 
terest. Thus, when a rate such as 6 per 


The author of this article is a 
research specialist with head- 
quarters in Palo Alto, California. 
Previous articles by him have ap- 
peared in THE BANKERS 
MAGAZINE for June and 
August, 1938. 


cent. is mentioned, it generally is con- 
templated that though the actual pay- 
ment of interest may be semi-annual, 
quarterly, or otherwise, the “rental” on 
$100 for one year will be $6. 

If, on a document bearing interest at 
6 per cent., interest is to be paid or is 
to be compounded semi-annually, the 
applicable semi-annual rate, custom- 
arily and conventionally, is determined 
by dividing 6 per cent. by 2, or 3 per 
cent.; or, if interest is to be paid or is 
to be compounded quarterly, the 
periodic rate usually is understood to 
be 6 per cent. divided by 4, or 1% per 
cent. per period, etc. The same custom 
obtains with practically all classes of 
interest-bearing documents. 

If, however, a semi-annual rate is 3 
per cent., for example, the exact annual 
earnings (assuming that the interest 
as paid becomes principal) amount to 
slightly more in terms of dollars than 
if 6 per cent., payable once a year, is 
received. It is here that a “leak may 
lurk—a “leak that may be positive (in 
favor of the lender) on funds furnished 
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by a bank, and a “leak” that may be 
negative (against the borrower) on 
such commitments made by a bank as 
the paying of interest on savings ac- 
counts. While, on small amounts, the 
difference between interest (either in 
terms of percentage or in terms of 
dollars) as customarily handled and 
accurate handling may seem so small 
as to be negligible, if large sums are 
involved these “leaks” may amount to 
sizable sums in terms of dollars. 


The foregoing two examples, of course, 
merely contrast “simple interest” paid 
once yearly with the same annual rate, 
conventionally reduced to a quarterly 
basis, and paid four times a year. 

But, if it is determined that $6 per 
$100 per year is an adequate gross 
money rental, what should be the 
periodic rate, on a quarterly interest- 
payment basis, to provide for the same 
aggregate annual earnings of $6? The 
answer is a modified geometric average, 


“In short, if periodic rates are computed in the customary man- 
ner, from basic annual rates, the borrower may actually be paying 
slightly more each year than the terms of the transaction seem to 
indicate, and the lender, therefore, may be obtaining slightly more 
in terms of dollars than he had expected to receive.” 


In short, if periodic rates are com- 
puted in the customary manner, from 
basic annual rates, the borrower may 
actually be paying slightly more each 
year than the terms of the transaction 
seem to indicate, and the lender, there- 
fore, may be obtaining slightly more 
in terms of dollars than he had ex- 
pected to receive. 

From the foregoing discussion, it 
should now be obvious that if interest 
augments principal but once a year, 
the annual earnings will be simply 
P X r; and, if interest augments prin- 
cipal several times a year, then annual 

ron 
earnings are P(1+—) —P, both as 
n 
conventionally determined. Using, for 
illustration, P—$100, r= .06, and 
n= 4, on the annual payment basis 
interest amounts to 100 X .06, or $6: 
on the quarterly basis, interest amounts 
.06 4 
to 100(1 + —) 
4 


—100, or $6.14 


‘Five-place logarithms have been used 
in the compound interest computations pre- 
sented herein; although these are sufficient 
for most such computations, accuracy will 
be promoted, especially when dealing with 
relatively low annual rates, if tables of 
logarithms with a greater number of places 
are employed. 
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rather than the conventional arithmetic 
average, of the basic annual rate. It 
may be formulated as follows: 

Exact (as contrasted to conventional) 


periodic rate = 1+d—1. 
Using the foregoing figures in this 
formula, we obtain for an exact quar- 


Dy ee 

terly rate V T.06—1, or 1.466860-+ per 
cent., instead of 114 per cent. as under 
the customary practice. For a given 
principal it will be found that the gross 
annual earnings, 6 per cent. on | turn- 
over, or 1.466860-+ per cent. on each 
of 4 turnovers, is the same in ternis of 
dollars. 

Where the annual rate of interest is 
6 per cent., payable once annually, and 
the interest periodically (annually), is 
compounded, it can easily be demon- 
strated mathematically that a sum s0 
invested will double in 11.89-+ years. 
If, however, the semi-annual rate of % 
of 6 per cent., or 3 per cent., is taken, 
and the interest on a sum so invested 
periodically (semi-annually) is com- 
pounded, it can be demonstrated mathe- 
matically that such a sum will double 
in 23.4447-+ periods, or 11.72235 years. 
Not much difference to be sure (just 
2 months less), yet enough to show 
that 3 per cent. semi-annually is a 


THE BANKERS MAGAZINE for October, 1938 





higher effective rate than is 6 per cent. 
annually, since approximately 1/6 year 
less is required for the process of 
doubling the original principal. 

But enough of that. Now for some 
practical applications. 


Some Practical Applications 


Ordinary Notes—Suppose we have a 
one-year note for $1000, with interest 
at the rate of 6 per cent. a year, pay- 
able annually: It is obvious that the 
annual interest is $60. On the same 
note, however, if interest is charged at 
6 per cent. a year, compounded semi- 
annually, the “amount” is 1000 (1.03) ?, 
or $60.90 for interest, and the difference, 
90 cents is what $15 will earn in 1 year 
at 6 per cent. Surely, it is to the 
lender’s advantage to employ short in- 
terest periods, with periodic rates as 
conventionally determined. 


Discount Notes—On a “6 per cent.” 
note for one year, discounted, the bor- 
rower receives net $940, but repays 
$1000 at maturity. With nominally 
one interest period, it is obvious that 
the effective annual rate is $60 divided 
by $940, or 6.38-++ per cent. However, 
if it is assumed that the nominal 6 per 
cent. annual interest is compounded 
two times a year to yield the “amount” 
$1000 payable at the end of the year, 
the effective semi-annual rate is deter- 
mined to be 3.14-+ per cent. which, 
on the customary basis is said to be 
2X 3.14 per cent., or 6.28 per cent. 
annually, as contrasted to the 6.38 per 
cent. nominal rate as determined on 
the one-payment basis. Thus, 3.14 per 
cent. compounded semi-annually yields 
the same annual interest in ‘terms of 
dollars as does 6.38 per cent. once a 
year; and, indirectly, one-half the 
nominal annual rate, or one-half of 
6.38 per cent., or 3.19 per cent., will 
yield more interest in terms of dollars 
if compounded twice a year than will 


6.38 per cent. compounded, or collected, 
once, 


Amortization — Suppose ‘that, as 
ve, one borrows $1000 at the nomi- 
nal annual rate of 6 per cent., and thus 
Tecelves the net of $940, which he 


agrees to pay back in 12 equal instal- 
ments of $931 1/3+- a month, including 
interest to date of instalment. Here, in 
terms of the conventional amortization 


940 X r(1+r)™. 


formula, $83 1/3 = 

(+r) 1 
And, by a process of trial-and-error,“r” 
is found to be approximately 0.965 per 
cent. per period. Conventionally this 
is 12 & 0.965 per cent. or 11.58 -per 
cent. per year. Or, more accurately, as 
discussed in this article, the correspond- 
ing nominal annual rate is (1.00965) ** 
—l, or 12.21 per cent. per year. (A 
graphic method for approximating 
amortization “rates” is described in this 
writer’s “Figuring with Graphs and 
Scales,” Stanford University Press, 
Stanford University California, 1938.) 
Thus, with amortized payments, our 
nominal annual rate of 6 per cent. now 
has grown to approximately twice that 
effective rate! 


Bond Yields—I have open before me 
as I type this a bond yield table indi- 
cating that considering a 41% per cent. 
20-year bond, coupons payable semi- 
annually, if a 5 per cent. investment is 
desired as high as 93.72 may be paid. 
Doing a little computation with a con- 
ventional bond yield formula, it is 
ascertained that, in customary fashion, 
214%4 per cent. semi-annually is con- 
sidered to be 2 X 2% per cent., or 5 
per cent. per annum. However, more 
accurately as discussed here, this 214 
per cent. semi-annual yield is not 5 per 
cent. per year, but is (1.025)*—1l, or 
5.601 per cent. per year. Likwise, if 
one wishes to be exact, on the same 
basis the “maker” of the bond also 
made an error; actually, the 2!/, per 
cent. semi-annual coupons amount to 
(1.0225)*— 1, or 4.551 pr cent. per 
year, rather than the 414 per cent. con- 
templated. That dos not, of course, 
appear to be a great difference. But, 
bond yields are figured “way down” 
and the difference between contemplated 
4.5 per cent. and the actual 4.551 per 
cent. may amount to a sizable sum on a 
large issue. 


Stock Yields—The conventional prac- 
tice, 4 X quarterly rate, or 2 semi- 
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annual rate, or 12 X monthly rate, does 
not give corresponding rates on an an- 
nual basis. Here, to be exact, corre- 
sponding annual yield-rates are, respec- 
tively, (1+ r)*—l, (1+ r)?—1, and 
(1 + r)?*—1, the “r” in each equation, 
or formula, representing the periodic 
dividend payment in percentage terms. 


Cash Discounts—A current advertise- 
ment of a finance institution reads: “It 
takes cash to take discounts. . . . 
Two per cent saved each month is 24 
per cent. a year.” It is agreed that it 
takes cash to “take” cash discounts but, 
on a similar basis, and exactly, 2 per 
cent. saved a month is (1.02)!*—1, 
or 26.823-++ per cent. saved a year—not 
the apparent 24 per cent. as determined 


is very low. Curiously, if the annual rate 
is computed with 5-place logarithms, 
on the “exact” basis described in this 
article, it is found to be the same, or 
1.885 per cent. (There is a difference, 
but it is necessary with these very small 
periodical rates to use an expanded 
table of logarithms if the difference js 
to be appreciable. Logarithms do not 
yield exactly exact results; the more 
“places” in the tables used, the more 
reliable the results.) 

Supposing, however, that a bank is 
willing to pay 3 per cent. annually on 
this type of deposit, as many do, then 
it will be found that the difference be- 
tween a conventional weekly rate and 
an exact weekly rate, though small, is 


“From the foregoing, it may be seen that even in such simple 
(?) processes as the computing of interest, there lurk many possi- 
bilities for unrecognized leaks. But as has been said: ‘At any rate 


borrowers will borrow 


in the conventional manner. On the 
other hand, neither is the advertised 
rate of 3 per cent. per semi-annum 
(compounded) which the borrower 
must pay if he borrows to take his dis- 
counts, 6 per cent. per year. Exactly, 
as explained above, it is (1.03)*—1, or 
effectively, 6.09+ per cent. per year. 
Thus, the actual saving in “taking” 
cash discounts is even larger than as 
conventionally computed. 


The “Buy $1000” Plan—A prominent 
western bank occasionally advertises in- 
viting prospective savers to deposit with 
it $4.68 per week for 208 weeks, or a 
total of $973.44, for which it guaran- 
tees to return to the depositor $1000 at 
the end of this saving period. No defi- 
nite “rate” of return is indicated in the 
advertisements, but if computed in the 
ordinary, conventional, manner, the 
periodical (weekly) rate is found to 
be approximately 0.03625 per cent., 
and the corresponding annual rate, 
52 X 0.03625 per cent., or approxi- 
mately 1.885 per cent. per year, which 
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at any rate.’ 


> 


appreciable, even with 5-place loga- 
rithms. Thus, 0.03 per cent. divided 
by 52 is approximately 0.05769 per 


cent. and, on the exact basis, VT.03—1 
is approximately 0.05742 per cent., and 
the difference is even more if a table 
of logarithms with a greater number of 
places is used. 


Finally 


From the foregoing, it may be seen 
that even in such simple (?) processes 
as the computing of interest, there lurk 
many possibilities for unrecognized 
leaks. But, as has been said: “At any 
rate, borrowers will borrow—at any 


rate!” 
© 


REDUCED PRICES AND RECOVERY 


THERE never has been recovery from 
a major depression without reducing 
prices to levels where goods would sell. 


—National City Bank Letter. 
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A review of the monetary and 
banking progress of Chile 


By IsaBELLE M. BENNETT 


HILE has had a unique monetary 

history. Although most countries 

at some time have had their trials 
with unstable currency and _ paper 
money abuses, none have suffered as 
long and as consistently from these ills 
as Chile. For almost fifty years before 
1925 (except for a brief period of the 
gold standard in the eighteen-nineties) 
the value of her peso fluctuated widely 
and wildly, with the result that there 
was a certain instability and uncer- 
tainty in all financial and business op- 
erations, which, in turn, affected the 
social and political life of the country. 
Such fluctuations naturally tended to 
discourage foreign capitalists from put- 
ting money into Chile and to retard the 
development of her resources. 

Since she is primarily a two-com- 
modity country—nitrate and copper— 
her ups and downs have closely fol- 
lowed the course of the changing export 
value of these commodities. Taxes on 
them have paid most of the expenses 
of the government, yet her most severe 
crises have occurred when these indus- 
tries slumped. 

A central bank was established in 
1925 which theoretically aimed to over- 
come many of the difficulties which she 
had previously undergone. However, 
it failed to prevent the depression of 
1929-33, which Chile felt more acutely, 
perhaps, than any other Latin Ameri- 
can country. Her problems since 1929 
have been the problems faced by prac- 
tically all other nations—rehabilitation 
internally in the face of none too en- 
couraging world conditions. 

Let us examine the turbulent course 
which Chile’s struggles for economic 
stability have taken through the years. 

During the colonial period (the early 
part of the last century), there were no 
real banks in Chile. There had been 
Various proposals sponsored by mem- 
bers of the ruling class to establish 


some sort of banking institution with 
the support of the government. Since 
Chile was, and is, primarily a mining 
country, these proposals generally per- 
tained to the creation of a company to 
buy and sell precious metals. However, 
nothing definite came of these sugges- 
tions. 

In the first few years of independence 
there was great political unrest and not 
until 1830 did the government begin 
to acquire stability and government in- 
stitutions to be organized. In 1839, 
after the government had learned that 
certain commercial establishments in 
the northern mining districts had _be- 
gun to issue certificates which they were 
circulating as notes convertible into 
legal currency, a decree was issued 
which really constitutes the first law 
governing the right to establish banks. 
However, none of these early banking 
or credit institutions lasted very long 
or received much support from the gov- 
ernment, due to a strong public preju- 
dice against the circulation of paper 
currency. 

Not until 1855 was the first real bank 
founded. It was called the Banco de 
Valparaiso. It had most banking func- 
tions, except the issue of money. Sup- 
planting it four years later, an ante- 
cedent of the present bank of the same 
name, a newly incorporated company, 
Banco de Chile, started operations. 

At that time, banks founded in Chile 
were stock companies organized by 
capitalists through government initia- 
tive or by foreigners located in the 
country. According to a law of 1860 
any person qualified to conduct com- 
mercial operations might establish a 
bank of issue, after he had filed with 
the Ministry of the Treasury an appli- 
cation stating the name of the bank, 
the city or cities where it was to be es- 
tablished and the amount of its capital. 
Under this law, Chile’s first foreign . 
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bank was started. It was an English 
bank organized by a group of finan- 
ciers interested in the Chilean nitrate 
industry. After 1895, several foreign 
banks began to open agencies and 
branch offices in the country without 
submitting their capital structure to 
government scrutiny. These banks, in 
general, endeavored to develop trade re- 
lations, take care of Chilean credit and 
the negotiation of loans. They also 
served to set an example of efficient 
management and service. They were 


against foreign markets only, leaving 
bank notes for the needs of the do- 
mestic market, the gold was allowed 
to circulate among the people. Since 
Chile was not a gold producing coun- 
try, everyone tried to hoard the gold 
and a shortage was produced. The 
monetary crisis of 1898 followed. There 
was suspension of specie payments; a 
forced issue of additional paper money 
led to the postponement of conversion 
and the withdrawal of specie from cir- 
culation. 


“Previous to 1878, the amount of coined money had been enough 
to meet the demands of commerce at a time when the volume of 
business was small. There was actually no need for paper currency, 
and there was a strong public feeling against it, principally because 
of the bad experience of other Latin American countries.” 


given a favorable reception because the 
public imagined that they would serve 
to bring foreign capital to the country. 
However, this did not, unfortunately, 
prove the case, because the uncertainty 
of the fluctuating paper currency did 
not offer adequate guaranties for the 
investment of foreign capital. 

Previous to 1878, the amount of 
coined money had been enough to meet 
the demands of commerce at a time 
when the volume of business was small. 
There was actually no need for paper 
currency, and there was a strong pub- 
lic feeling against it, principally be- 
cause of the bad experience of other 
Latin American countries. But a law 
in that year authorized private banks 
to issue, under their own responsibility, 
a certain amount of bills. In 1879, the 
war with Peru and Bolivia forced Chile 
to issue its first batch of paper money. 
After that, the vicious circle having be- 
gun, issues came regularly year after 
year. 

In the brief period between 1895 and 
1898, the country was on a gold stand- 
ard. But this attempt at stabilization 
met with small success. Instead of 
establishing a central bank of issue or 
a conversion office which should have 
kept gold in reserve for operations 
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Thereafter, the scarcity of circulating 
media caused periodic monetary crises. 
Whenever banks complained of the 
scarcity of currency, recourse was al- 
ways made to an additional issue of 
treasury notes, which only served to 
pave the way for new trouble in the 
future, despite the general hope that 
conversion was to come soon. Monetary 
circulation consisted almost wholly of 
paper currency nominally based on the 
gold standard, consisting of national 
and bank issues. 

The beginning of the 20th century 
brought a brief era of prosperity. Then, 
in 1904, another issue of pesos was au- 
thorized and the date of conversion was 
still further postponed. Rapidly chang- 
ing governments did not give time for 
adequate consideration of remedies. 
However, by 1907, over-trading, specu- 
lation, abuse of credit, inflation, as well 
as public opinion reacted against these 
abuses. A law resulted which provided 
that the maximum paper circulation 
should not exceed 150,000,000 pesos of 
a value of 18 d. per peso, new issues 
to be made only through a_ newly 
created Oficina de Emision against de- 
posits of gold. Yet this did not prove 
to be a cure-all, for it soon became 
apparent, as a result of complaints of 
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Death takes vo holiday with 
respect to personal loans. 
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banks, that there was not enough 
elasticity. 

In 1913, a commission which had 
been appointed to study the country’s 
monetary system and submit a summary 
of reforms which seemed necessary, 
made its report which advised (1) sta- 
bility of exchange; (2) elasticity of 
currency, i.e., adjustment to the re- 
quirements of the market. These pro- 
posals might have led to some construc- 
tive changes had there not been so much 
dissension in government circles that 
nothing at all could be accomplished. 

At this time, Chile was nominally 
on a gold basis, as a theoretical unit, 
the gold peso, did exist, having a par 
value in U. S. currency of 0.365. How- 
ever, this law was not in operation, 
and the actual circulation was com- 
posed of inconvertible government 
notes, which were quoted at widely 
fluctuating rates. In 1915, the rates 


fluctuated to such a degree as to show 
a depreciation of about 25 per cent. 
After the World War, steady depre- 


ciation set in, and by 1921, there ex- 


isted a bad situation when most of the 
nitrate plants closed down and exchange 
fell from 33 cents in 1918 to 10 cents 
at the end of 1921. 


Political changes by the middle of 
1924 brought about suspension of Con- 
gress and the temporary seizure of all 
legislative power by the chief execu- 
tive. These disturbances made further 
delay in monetary reform inadvisable. 
In view of the many opposing interests 
in the country and their inability in 
the past to secure agreement on methods 
of rehabilitating the finances, the Sec- 
retary of Treasury, backed by the en- 
tire Chilean press, decided to engage 
the services of a commission of finan- 
cial experts who could consider the mat- 
ter impersonally and in an unbiased 
manner. Since public opinion seemed 
to favor a central bank along the lines 
of the Federal Reserve System as 
applied to Colombia, the Chilean gov- 
ernment chose as president of the com- 
mission, Professor Edwin Walter Kem- 
merer, who had already acted in a 
similar capacity in Colombia and South 


Africa. 
314 


At this time, there was outstanding 
fiscal paper money and treasury notes 
amounting to the equivalent of $35,- 
000,000. On the other hand, the gov- 
ernment had at its disposal a gold re- 
serve known as a conversion fund 
amounting to $40,000,000, which it is 
generally believed the national treasury 
had consistently been accumulating 
over a period of years for this very 
purpose, out of the proceeds of certain 
taxes. This fund, never used, but al- 
ways growing, probably gave Chilean 
currency what little stability and re- 
siliency it had had. As is evident, this 
reserve was more than large enough to 
convert into gold at the current rate 
of exchange practically every paper 
peso in circulation. Actually no other 
country ever offered a more favorable 
condition for the establishment of a 
central bank. 


As a result of the recommendation of 
the commission, a number of important 
measures were passed, which thor- 
oughly reorganized the financial struc- 
ture of the country. These are outlined 
briefly as follows: (For details, see 
Federal Reserve Bulletin, December, 
1925.) 


1. Monetary law of October 14, 1925, 
which placed the country on a gold 
standard, the new gold unit being the 
peso, equivalent to about 12 cents U. S. 
currency, or about 1/3 its former value, 
—ten of these to be called a condor. 


2. The Central Bank law, enacted 
August 21, 1925, which created the 
Banco Central de Chile with the ex- 
clusive right to issue paper money, 
regulate credit, act as depository and 
fiscal agent for the government and as 
agency for other banks. Under the 
law, domestic and foreign banks estab- 
lished in Chile were to become stock- 
holders in the central bank, holding 
shares according to their capital; the 
bank’s board of directors to be com- 
posed of. ten members, three appointed 
by the President of the Republic, two 
by Chilean banks, one by foreign banks 
located in Chile, one by the general 
public, and the remainder by business, 
agricultural and labor interests of the 
country. 
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3. The General Banking law of Sep- 
tember 26, 1925, which provided for 
rigid supervision of all banks, under a 
government bureau directed by a super- 
intendent of banking. 


4. The General Budget law, which 
required that the national income and 
expenditures be balanced. 


The central bank began business on 
January 11, 1926, under exceedingly 
favorable circumstances. It had a 
strong board of directors, a large gold 
reserve and was backed by complete 
banking, monetary and budgetary re- 
organization. 


In the first two years of its operation, 
the central bank had reduced by one- 
third the discount rate for banks and 
for the public, had acted as fiscal agent 
for the government in many instances 
and as a general clearing house. It 
had succeeded in keeping within a nar- 
row range the fluctuation of the peso, 
in addition to showing a substantial 
profit. 

From 1928 on, conditions in Chile 


closely parallel those in our own coun- 
try. After 1925, there followed several 


good years. Chile, too, reached the 
height of her prosperity in 1929 when 
business boomed and industry pros- 
pered. 

However, in 1930-31, following the 
trend of world conditions, trouble set 
in. There was a decreasing demand for 
her nitrate, copper and other commod- 
ities. Her export trade, primarily im- 
portant to her, dropped 85 per cent. 
between 1929 and 1932, a slump which 
caused acute suffering in all centers, 
with a consequent dire effect on the ex- 
change situation. These difficulties, 
added to inflation, unemployment and 
over-development of public works, 
created one of the most severe depres- 
sions in the country’s history. 

The crisis came in 1931. In July of 
that year, Chile announced the estab- 
lishment of an exchange control com- 
mission empowered to restrict or pro- 
hibit the export of gold and the grant- 
ing of foreign exchange to meet foreign 
obligations. Thus, by artificially re- 
stricting the demand for foreign ex- 
change, it was hoped that the peso 
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could be maintained at or near the legal 
parity with the U. S. dollar. 

While it can be conceded that the 
exchange control commission served 
the purpose of avoiding a big drainage 
of gold, thereby safeguarding a nomi- 
nal gold standard, actually these 
measures meant that Chile was vir- 
tually off the gold standard, as the peso 
could not be converted into gold. But 
it was not until April, 1932, after nine 
months of unsuccessful efforts to main- 
tain the peso at par through this rigid 
control, that Chile went officially off 
the gold standard. Under new provi- 
sions the peso was subject to practically 
an open market. An advisory exchange 
commission was created to handle 
transactions through the central bank 
and set a daily value for the peso on 
the basis of supply and demand. Paper 
currency was made inconvertible and 
numerous other regulatory measures 
were enacted governing foreign ex- 
change operations. 

When the socialists came into power 
in 1932, a feeling of confusion and un- 
certainty prevailed, due to the con- 
tinued drop in exchange. Inflation 
fears were realized and prices soared. 
All gold clauses in contracts were 
abolished by court decision; and, to 
make matters worse, after maintaining 
a clear record of 125 years in regard 
to her obligations, Chile defaulted on 
her bonds—national, municipal and 
mortgage bank. 


Recovery 


However, the beginning of 1934 saw 
the worst of the depression past. In- 
flation was checked and trade prospects 
for 1935 looked brighter. Increases in 
loans and other advances, and in de- 
posits were reported by commercial 
and savings banks in 1934 for the first 
time since the depression. Efforts were 
made to widen the sources of her reve- 
nues by diversifying production and 
developing her other resources. Hav- 
ing suffered so acutely as a result of 
her dependency on only two commod- 
ities, she found it expedient to encour- 
age the development of such activities 
as gold mining and agriculture. 

The early months of 1937 were the 
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most prosperous time since 1929, 
though the downward trend in world 
conditions since then has been reflected 
there. Disturbances in other parts of 
the world will probably tend to have 
a beneficial effect on Chile and other 
South American nations. The United 
States will continue to watch Chile’s 
progress with interest, for our grow- 
ing trade and our large investments 
there made her welfare extremely im- 
portant to our financiers and business 


Banking operations in Chile center 
primarily in three types of institutions 
—commercial, mortgage and savings 
banks—all operating under a system of 
branch banking. This means that 
though the actual number of banks is 
small, they are able to cover a wide 
range of activity. As for bank failures, 
Chile’s record has been comparatively 
clean. 


a dependency of the mortgage bank. 
Until 1901, it was the only institution 
of its kind in the country. In that year 
another savings bank was opened in 
Valparaiso with a government subsidy. 
In a few years, others were established 
in twelve more cities, all of them in- 
dependent of the mortgage bank. In 
1910, all these provincial banks were 
united into a single institution called 
the National Savings Bank, its field of 
activity being the whole nation. The 
council of the mortgage bank was re- 
sponsible for its administration. 


These two savings banks continued as 
separate institutions until 1924, when 
they were consolidated as the National 
Savings Bank, which is run by a board 
of directors composed of a chairman 
and six members appointed by the gov- 
ernment from lists submitted by organ- 
izations representing various activities 


“Disturbances in other parts of the world will probably tend to 
have a beneficial effect on Chile and other South American Nations. 
The United States will continue to watch Chile’s progress with in- 


terest, for our growing trade and our large investments there made 
her welfare extremely important to our financeers and _ business 


men.” 


Commercial banks have much the 
same function as commercial banks in 
this country. The most important of 
these today is the Banco de Chile, 
which, before the advent of a central 
bank, functioned in many ways like a 
government bank. Foreign banks, duly 
incorporated, may open branches in 
Chile and the United States is repre- 
sented by the National City Bank of 
New York. 

The National Mortgage Bank was es- 
tablished in 1855 as the Caja de Hipo- 
tecario to facilitate the making of long- 
term loans on mortgage security at a 
low rate of interest, repayable in small 
amounts. Today Chile owes to this in- 
stitution credit for a large part of her 
financial and social progress. 

In 1884, the first savings bank, the 
Santiago Savings Bank was created as 
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of the nation. In 1934 it had 114 
branches and agencies _ throughout 
Chile, and deposits grew from 87, 
778.13 pesos on September 6, 1884, to 
601,411,497 pesos on June 30, 1934. 
School savings play an important part 
in its program and are encouraged by 
prizes and festivals organized periodic- 
ally in the schools by the bank. It 
also does a great deal of social service 
and philanthropic work, which includes 
the establishment of a building and 
loan service which enables even the 
poor to acquire a home, a_ working 
men’s settlement, a pure milk service 
for children, day nurseries, etc. 

These three organizations, with their 
diversified services, seem to be ideally 
adapted to administer to the financial 
needs of a growing and expanding 
country. 
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The railroad problem and 
how it might be solved 


By Lawrence WHITEFIELD 


N its final analysis, the railroad 

problem in this country today must 

be imputed to reduced volume of 
traffic due to the general business de- 
pression, reduced freight rates and in- 
creased costs of operation, coupled with 
the short-sightedness on the part of 
governmental transportation authorities 
in failing to anticipate the growh of 
competitive forms of transportation 
and to provide proper regulation 
thereof. Had they previsioned the 
rapid development of such competition 
during its early stages (as did trans- 
portation experts of foreign countries) 
and provided proper legislation and 
regulation for every agency of inter- 
state commerce, most of the railroads 
of the United States might have weath- 
ered the general business depression. 
Certainly their plight could have been 
no worse. 

Through steady whittling away of 
freight rates since 1921, and this failure 
to regulate competitive forms of trans- 
portation, our freight rate structure has 
drifted into inadequacy to the point 
where we provide cheaper transporta- 
tion than any of the wholly or partially 
government-subsidized foreign  rail- 
roads, with the exception of those of 
Japan. Shippers in this country at 
present are paying our railroads 
slightly less than one cent for hauling 
2000 pounds of freight one mile. In 
1936, ton-mile revenues of railroads of 
five European countries averaged 2.68 
cents. Had shippers in this country 
paid comparable rates, the freight reve- 
nues of Class I railroads of the United 
States, which totaled approximately 
$3,300,000,000 in 1936, would have 
been more than $9,000,000,000. 

The Transportation Act of 1920 pro- 
vided that the Interstate Commerce 
Commission “shall initiate, modify, es- 
tablish or adjust” rates so that the 


carriers as a whole might earn a fair 
return upon their property value. The 
rate of return was fixed at 514 per cent. 
for the first two years, and 554 per 
cent. thereafter. In 1933 this provision 
was amended and the Commission di- 
rected to prescribe just and reasonable 
rates, giving “due consideration, among 
other factors, to the effect of rates on 
the movement of traffic; to the need, in 
the public interest, of adequate and effi- 
cient railway transportation service at 
the lowest cost consistent with the fur- 
nishing of such service; and to the need 
of revenues sufficient to enable the car- 
riers, under honest, economical, and 
efficient management, to provide such 
service.” These provisions are in ac- 
cordance with the long-recognized law 
of the land that the authority of the 
government with respect to rates of 
public service corporations becomes ar- 
bitrary, and therefore invalid, when 
such corporations are denied a fair re- 
turn on the property which they devote 
to public service. 

But in no year between 1921 and 
1933, nor since, have Class I railroads 
as a whole earned the prescribed re- 
turn, as shown in the accompanying 


table. 


Rate of Return on 


Year Property Investment 


1930 
1931 


1933 
1934 
1935 
1936 
1937 
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Why then has the Commission not 
prescribed rates to comply with the law 
of the land, and thus’ brought: them 
more in line with those in effect on for- 
eign railroads? Perhaps because of 
fear that higher rail rates would drive 
business to competitive forms of trans- 
portation. However, with truck, bus, 
airplane, waterway and pipe-line trans- 
portation all under regulation of the 
Interstate Commerce Commission in the 
same manner as the railroads, a more 
adequate rate structure might have been 
initiated and maintained. In addition, 
most of the diversion of railroad traffic 
to these competitive forms of trans- 
portation might have been avoided. 

In calling attention to the present in- 
adequate rate structure and how the 
situation might be relieved in large 
measure by regulation of competitive 
forms of transportation, a common 
misunderstanding as to the effect of 
higher freight rates on the cost of liv- 
ing should be corrected. Contrary to 
the opinion of the general public, in- 
creases in the prices of commodities and 
merchandise resulting from higher 


freight rates would be infinitesimal. A 


10 or 15 per cent. increase in the cost 
of hauling a ton of freight one mile 
would add only a few cents to the cost 
of a suit of clothes or a pair of shoes. 
for example. 

But there is further need for regula- 
tion of forms of transportation competi- 
tive with railroads, aside from that of 
rates, in order to bring about equaliza- 
tion of competition. This is particu- 
larly true of the motor truck and bus 
engaged in interstate commerce, both 
of which enjoy a form of subsidy in the 
use of the highways built and main- 
tained with public funds at the cost of 
a comparatively small license fee. Rail- 
roads pay heavy taxes upon the rights 
of way which they own and operate at 
their own expense. Trucks and busses 
make extensive use of public highways 
built and maintained by funds raised 
by taxation upon the public prin- 
cipally. But do they share their fair 
proportion of the cost of building and 
maintaining the highways which they 
use and help materially to destroy? 
Recent studies made by the Highway 
Departments of Missouri, Illinois, 


318 


Kansas and other states show that they 
do not. It has been found in these 
studies that taxes and fees trucks pay 
fall short of what it costs to build and 
maintain public highways. In Missouri, 
trucks six to nine tons in weight fall 
short of what their use of the highways 
costs the state by from $497 to $680 a 
year, each—in Illinois from $245 to 
$425 a year, each. In the case of heav- 
ier trucks in Illinois, the loss was as 
high as $1000 a year per truck. Fur- 
thermore, in that state, truck subsidy 
amounts to about $13,000,000 per year, 
and a fair estimate for the United States 
as a whole is approximately $250,000,- 
000. 


How have foreign countries met this 
problem? For example, Chairman 
J. W. Davidson of the Queensland 
(Australia) Transport Board recently 
stated in an interview at Montreal, 
Canada, that in Australia license plates 
for a five-ton truck cost almost $5000, 
and those for a one-ton truck, $1150 
a year. In this country, according to 
the latest figures of the Automobile 
Manufacturers’ Association, all special 
motor vehicle taxes amount to an av- 
erage of only $95.33 for all trucks, and 
$242.49 for common carrier trucks. In 
the interview referred to, Chairman 
Davidson said that the high license fee 
was Australia’s solution to highway- 
rail competition, and added: “It wasn’t 
a popular move, but it had to be done.” 

It is estimated that including all 
forms of transportation such as trucks, 
busses, airways, inland waterways, 
Panama Canal steamship lines, etc., the 
subsidies to competitors of the railroads 
amount to close to $500,000,000 an- 
nually. Aside from passage of the 
Motor Carrier Act of 1935, which has 
yet to prove its full effectiveness, Con- 
gress and the Interstate Commerce 
Commission for over thirty years looked 
upon the railroads as a monopoly, and 
have fostered competition among the 
railroads themselves, quite blinded to 
the progress that was being made by 
other forms of competition. Billions 
of dollars of public funds have been 
poured into the development of water- 
ways, without regard to weather ele- 
ments which limit their operations in 
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contrast to the year-round operation of 
our railroads. 

Other contributory causes sharing 
responsibility for the critical situation 
in this great industry are high and in- 
creasing taxation, high labor costs and 
increased costs of materials and sup- 
plies. Since the low point of the de- 
pression taxes have increased 25 per 
cent., wages 18 per cent. and the cost 
of materials and supplies approxi- 
mately 40 per cent., while the level of 
freight rates is 10 per cent. and 
passenger fares 18 per cent. lower. Thus 
in the face of rising costs, railroads 
have been unable to make correspond- 
ing increases in the price of the one 
thing they have to sell—transportation. 

Railway property is peculiarly situ- 
ated with respect to taxation because 
it is widely scattered and subject to the 
jurisdiction of many taxing authorities. 
In the first three months of 1938, rail- 
road taxes represented 10.4 per cent. of 
total revenues for that period; in 1937, 
7.8 per cent.; 1932, 8.8 per cent., and 
1929, 6.3 per cent. In the five-year 
period 1933-37, for every dollar dis- 
tributed in dividends, $1.98 was paid 
in taxes, and the average tax accrual 
was 9] cents per thousand revenue ton- 
miles. A striking example of our un- 
just taxation is the comparison of pay- 
ments made by the Central Railroad 
of New Jersey and the Canadian Pacific 
Railway in 1937. The former, with 
709 miles of road had a tax bill of 
$4,624,000, while the latter, operating 
over 17,000 miles paid only $4,273,000. 


Wages at Highest Level 


Railroad wages are today at the 
highest level in railroad history, the 
average compensation per employee 
having been $1781 in 1937, compared 


to $1744 in 1929. In contrast, the pur- 
chasing power of the average weekly 
earnings of regularly employed rail- 
toad workers is 27 per cent. greater 
today than it was in 1929. In 1937 
railroad wages consumed 47.6 per cent. 
of operating revenues compared to 
-l per cent. in 1929. Foremost 
among the labor problems of the rail- 
Toads is the effect of the so-called 
feather-bed rules” and the full-crew 
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laws upon the wage bill. In 1937, 
$90,000,000 was paid for time not 
worked, and it has recently been esti- 
mated that approximately 25 per cent. 
of railroad labor is unproductive in 
that regard. 

Between 1933 and 1937, the prices 
of railway materials, supplies and fuel 
increased more than 40 per cent., and 
it is estimated that this increase on the 
basis of 1937 purchases has added more 
than $250,000,000 to railroad expenses. 

With over 77,000 miles, or nearly 31 
per cent. of the railroad mileage of the 
country operated by receivers or trus- 
tees, unable to pay interest on_ its 
funded debt, and close to 90 per cent. 
currently unable to meet its operating, 
expenses, taxes and fixed charges, the 
financial difficulties of our railroads 
have been commonly charged to over- 
capitalization. Authorities who have 
thoroughly studied the situation, how- 
ever, have found that such is not the 
case. In fact, outstanding capitaliza- 
tion today is billions of dollars less 
than property valuation, and the mar- 
gin between property investment and 
capitalization is greater today than it 
was twenty-five or thirty years ago dur- 
ing the height of railroad prosperity. 
At present the debt ratio, measured 
against property value is only 49 per 
cent., compared to 59 per cent. in 1911. 
Even the Interstate Commerce Commis- 
sion, which since the passage of the 
Transportation Act of 1920 has had 
complete control over railroad capital- 
izations, has repeatedly expressed its 
opinion, in passing on security issues 
and borrowings, that the railroads con- 
cerned were not at the time over- 
capitalized, although many were a 
short time later forced into bankruptcy. 
Therefore, if over-capitalizations have 
occurred, this agency of the govern- 
ment should share the responsibility. 

Under the guise of “regulation,” the 
control which the Interstate Commerce 
Commission has had over our rail- 
roads closely approximates that of 
“management.” Still there are those 
who recommend government ownership 
as a remedy for all railroad ills, in 
spite of its inherent weaknesses—lack 
of discipline and initiative; the danger 
of the creation of a powerful political 
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machine; the great losses to investors 
through taking over the railroad prop- 
erties at depression prices; the pressure 
of labor on the one hand for higher 
wages and uneconomic working condi- 
tions, and of patrons, on the other, for 
lower rates; and the building of sta- 
tions and other improvements deter- 
mined by sectional pressure as in all 
government expenditures. Under these 
handicaps railroad service could not be 
self-supporting, and the taxpayers of 
the country would inevitably be called 
upon, as in the case of most foreign 
countries, to make up tremendous defi- 
cits of operation in addition to the loss 
of millions in taxes now contributed by 
the railroads. 

The logical solution for the railroad 
problem, expressed in its simplest 
terms, is one of increased revenues, or 
reduction of operating expenses and 
taxes, or both. Only under such con- 
ditions is financial success assured, 
whether the railroads are operated pri- 
vately or by the government. Helpful 
in this course would be less government 
interference in management, or as the 
Association of American Railroads so 
aptly states it: 

Give the American railroads that equal- 
ity of treatment and opportunity to which 
they are entitled—the right to do business 
as a business—and to meet competition on 
equal terms. They ask no more, they should 
have no less. But give them. that—and 


once more we shall see that “national pros- 
perity is geared to railroad prosperity.” 


Unfortunately it is not adequately 
recognized that the plight of our rail- 
roads is the concern of not only our 
financial institutions, but individual in- 
vestors in railroad securities, savings 
bank depositors, insurance _ policy- 
holders, railroad workers and em- 
ployees of concerns with whom the rail- 
roads engage in  business—totalling 
approximately fifty. millions of our 
citizens. Important, too, in the process 
of general business recovery is the 
salvation of this great industry which 
buys and consumes 23 per cent. of the 
bituminous coal mined in the United 
States; 19 per cent. of all fuel oil pro- 
duced; 17 per cent. of all our iron and 
steel production; and 20 per cent. of 
all our cut timber—a billion dollar a 


year customer for more than seventy 
thousand items produced in every state 
of the union, and almost every county, 

Foremost, as a long- -range solution of 
the railroad problem, is the need for 
consolidation of the roads into a limited 
number of systems, the regulation of all 
forms of transportation under one Fed- 
eral body and elimination of subsidies. 
In that development, consideration 
should also be given to the matter of 
permitting railroads to operate trucks, 
busses, airplanes, steamships and pipe- 
lines, as “transportation companies,” 
thus offering all forms of transportation 
to the public. 

Meanwhile, the present emergency 
might be relieved under the following 
recommendations: 

Revision of the present freight rate 
structure to equalize the factors of cost 
of service and worth of service, i. e., 
establishment of rates adjusted to price 
levels at the time they go into effect. 
Under present conditions, it has been 
estimated that freight rates which would 
produce an average ton-mile revenue of 
approximately 1.2 cents would be suf- 
ficient. 

Amendment of the long-and-short- 
haul restriction of the Interstate Com- 
merce Act, and abolishment of land 
grant rates. 

Elimination of subsidies to water 
transportation, and regulation of maxi- 
mum and minimum intercoastal and in- 
land waterway rates. 

Establishment of mileage toll charges 
by trucks and busses for use of the 
main public highways. 

Amendment of the Railway Labor 
Act to include all transportation agen- 
cies, and to improve present procedure 
in cases involving contracts between 
railroads and their employees. 

Amendment of the Bankruptcy Act 
so as to simplify and expedite pending 
financial reorganizations. 

Easing of Federal, state and county 
tax burdens. 

Revision of the powers granted the 
Interstate Commerce Commission under 
the Interstate Commerce and Trans- 
portation acts so as to give railroad 
managements the same freedom to op- 
erate ‘thelt business as is enjoyed by 
other industries. 
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The foreign department as a 
souree of new business 


By Henry F. KoLuer 


OST of the new business men of 

any bank are chosen from the 

banking department and _ little 
thought has been given to the intro- 
duction of new business and clients 
through the facilities afforded by the 
foreign department. Many of a bank’s 
clients are manufacturers and many of 
them export a certain amount of their 
product. A really profitable volume 
of business can be secured through the 
instrumentality of stressing some par- 
ticular phase of the foreign division. 
Several banks have adopted the prac- 
tice of selecting a few competent for- 
eign department men to call regularly 
on customers and non-customers with 
a view of assisting them in certain 
fields, such as the possibilities of new 
markets, advertising to produce orders 
in foreign countries, credit reports of 
their buyers abroad, elimination or re- 
laxing of exchange restrictions which 
will enable funds to be secured more 
rapidly from foreign customers. 

One bank has made it a custom of 
having its foreign collection manager 
visit prospective customers or large im- 
port and export houses, attend foreign 
trade and group meetings and with the 
contacts thus established it is possible 
to interview the men in charge of the 
foreign activities of various companies. 
This policy has produced excellent re- 
sults and has widened the collection 
services for the customers as well as 
producing a more than adequate return, 
in addition to cementing a very friendly 
attitude between the bank and its cus- 
tomers. 

One client upon whom a call was 
made, felt very pessimistic about his 
trade with South American countries, 
particularly Colombia, and had given 
some thought to the advisability of cut- 
ting this business from his program. 
While discussing the subject a little 
more fully, it was found that he was 
impressed by the thought that addi- 
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tional restrictions were being imposed 
and his funds would probably be tied 
up for long periods and that the coun- 
tries were retrograding into depression. 
Information which the bank possessed 
showed just the opposite situation to 
be developing and that restrictions were 
being made more liberal. After think- 


‘“When clients are once accus- 
tomed to use a bank’s foreign 
facilities for collections, letters 
of credit, remittances, it is almost 
certain that the banking depart- 
ment and trust department will 
eventually get some additional 
business.’’ 


ing over the bank’s suggestions and 
ideas, the decision was to ship addi- 
tional orders. Subsequent results 
showed that the optimism was not un- 
justified and not only has the customer 
been more than satisfied with the remit- 
tance of funds, but his sales have in- 
creased, his staff has been enlarged and 
his balance sheet is reflecting a rise in 
income. At the same time the bank has 
secured for itself an income from the 
collections made for his account as well 
as the good will and praise which is so 
necessary in public relationships. 

This is not an isolated case but has 
been the experience in many fields. It 
has served to teach the new business 
men to rely upon the foreign department 
services for the introduction of ac- 
counts. For pure services rendered the 
foreign division is really a revenue pro- 
ducer. When clients are once accus- 
tomed to use a bank’s foreign facilities 
for collections, letters of credit, remit- 
tances, it is almost certain that the 
banking department and trust depart- 
ment will eventually get some addi- 
tional business. 
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How to build customer good- 
will through research 


ESEARCH is the rising sun that 
now brightens many a_ banking 
horizon. Research can_ solidify 

the relationship of your bank with your 
commercial accounts. It can attract 
new business. It can help increase 
your bank’s goodwill and prestige. It 
can help you make sounder, yet more 
profitable loans. 

Research can be employed in iwo 
ways. You may employ it so as to un- 
cover certain facts of use to your bank. 
In other words, you do the research 
work for your own benefit. 

Or, without engaging in any re- 
search yourself, you can make it avail- 


and some are located in foreign coun- 
tries, 

The codperation of these 700 labora- 
tories has been arranged by Bert H. 
White, vice-president, Liberty Bank of 
Buffalo (N. Y.) The plan has been in 
successful operation at Liberty Bank 
since October, 1937. 

In fact the plan was so successful 
at Liberty Bank, that Mr. White re- 
cently entered into an arrangement with 
The Merrill Anderson Company (New 
York City) under which the service is 
being extended to non-competing banks 
in other areas. As a result he received 
hundreds of inquiries from banks 


“The heart of this research service is the fact that it brings the 
facilities of 700 laboratories to your commercial customers. Some of 
these laboratories are independently operated, some belong to large 
corporations, some are part of small, specialized companies, some 
are connected with universities, and some are located in foreign 


countries.” 


able to your commercial customers so 
as to help them solve their manufac- 
turing, production or distribution 
problems. 

Let us investigate this latter usage— 
employing research from the outside as 
a function of your customer relations— 
and see how it works. For research, as 
a working, keen-edged banking tool, 
has been brought to your door through 
a new service known as Research Ad- 
visory Service. 


700 Laboratories Made Available 


The heart of this research service is 
the fact that it brings the facilities of 
700 laboratories to your commercial 
customers. Some of these laboratories 
are independently operated, some be- 
long to large corporations, some are 
part of small, specialized companies, 
some are connected with universities, 
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throughout the country. Under this 
arrangement Mr. White and the 700 
laboratories, here and _ abroad, 
laborate in solving any problems which 
your bank as a subscriber to the serv- 
ice may present on behalf of manu- 
facturers. 

Before explaining exactly how this 
service works, it may be well to state 
that Mr. White continues his connec- 
tion with Liberty Bank. His services 
to you are rendered independently. The 
plan involves no relationship with 


Liberty Bank. 


How the Service Works 


A customer, or prospect, has a techni- 
cal problem which he has tried to solve 
—unsuccessfully. 

He learns that you have a Research 
Advisory Service and asks if you will 
try to locate the answer. You ask 
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him to write out his problem in full, 
giving any past efforts he has made to 
solve it. 

You then forward the inquiry to The 
Merrill Anderson Company, liaison 
agent and co-ordinator for the service. 

The inquiry is sent to one or more 
of the laboratories which have agreed 
to cooperate. The suggested answers 
come back directly to you so that you 
may give them to the inquirer. 

This procedure costs your customer 
(or prospect) absolutely nothing be- 
cause, by subscribing to the service, you 
have made these facilities available to 
him and to all the customers and pros- 
pects within your sphere of influence. 


Some Practical Applications 


Perhaps the best way to illustrate 
how the service works in actual opera- 
tion is to take an hypothetical example 
—one which is securely based on fact. 

One of your new business men is 

calling on a prospect, a manufacturer. 
Your new business man mentions that 
you now have the service. 
’ The manufacturer shows some real 
interest and your new business man ex- 
plains the service in detail. Then the 
manufacturer confesses that he is 
stumped on one problem. 

It seems that he is interested in de- 
veloping a product which must be tried 
out at successive stages on hot steel. He 
doesn’t have any hot steel in his plant, 
nor does he want to get any. 

The Research Advisory Service goes 
to work with the result that a large 
steel company, near the manufacturer’s 
own plant, offers to give him the oppor- 
tunity of trying out his product in the 
steel company’s mill, and to advise him 
generally on his problem. 

Now there is no assurance that you 
will get any business from this pros- 
pect, because the service has no strings 
tied to it. But you have certainly made 
a friend, and if a bank makes enough 
friends, new business will take care of 
itself. 

Let’s take another example. One of 
your officers calls upon the president 
of a firm manufacturing orthopedic 
wear. This firm is a customer of your 
bank and is cognizant of the service. 
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The president is delighted to see your 
representative because he, too, has a 
problem. He is interested in making 
a lighter weight orthopedic shoe, for 
which he wants to use a plastic mate- 
rial in place of metal. But try as he 
might, he can’t get rubber vulcanized 
to the plastic material. 

Through the service, you secure for 
this customer an offer from a research 
laboratory to codperate in producing 
a satisfactory plastic compound to 
which rubber may readily be vul- 
canized. Furthermore, the laboratory 


agrees to use its own facilities in doing 
the necessary preliminary work. 


Why Laboratories Cooperate 


There is a certain mutuality of in- 
terests, it seems, among scientists. They 
like problems, because by solving them 
they discover new products and new 
uses for old products. 

Their desire to codperate, however, 
isn’t entirely philanthropic. Through 
discovery they may find something new 
that they themselves can capitalize 
upon. 

And by helping some manufacturer, 
they may find a new outlet for the sale 
of some product they already have de- 
veloped. 

Take the case of the orthopedic shoe 
manufacturer. The laboratory offers its 
services in developing a plastic com- 
pound to which rubber may be vul- 
canized. When the new plastic is de- 
veloped, it is more than likely that 
the manufacturer will buy it from the 
laboratory in large quantities. 

Thus the service has helped three 
parties. It has helped the laboratory 
discover something new and has prob- 
ably given the laboratory a ready 
market for the product discovered. It 
has helped the manufacturer solve his 
problem in making a lighter weight 
orthopedic shoe. And it has helped the 
bank to solidify its relations with its 
customer. 


By-Products In Good-Will and 
Prestige 


Bankers who have used this service 
have found that it develops some inter- 
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esting by-products. For one thing, it 
stimulates officers and new business men 
into making more outside contacts. This 
is so because it enables them to use a 
new and different approach to the cus- 
tomer or prospect. 

It also invites a man to talk about 
his own business ‘and his own problems, 
and one of the quickest ways to sell a 
man is to get him to talk about his own 
interests. 

Sometimes, due to this feature of 
discussing the other man’s problems, a 
loaning officer acquires a very different 
picture of the company he is lending 
to, and does it without the air of a 
private detective. 

In addition, the service is a peg on 
which to hang a continuing series of 


“Thus the service has helped three parties. 


sities—not by the bank or by any en- 
gineer whom it might employ. The 
results must be gauged and tested by 
the inquirer. The situation is ana- 
logous to that which arises when the 
bank allows a customer to look over 
its copy of Moody’s Manual or Stand- 
ard Statistics; it serves simply as a con- 
tact or clearing service, making avail- 
able the opinions of recognized experts, 
but not offering any advice of its own. 

Another safeguard is the confidential 
nature of the service. There are ob- 
vious advantages in having all negotia- 
tions handled by a third party. No 
laboratory knows the identity of the in- 
quiring parties until the problem is 
solved and the inquirer asks to be put 
in touch with the source of information. 


It has helped the 


laboratory discover something new and has probably given the 


laboratory a ready market for the product discovered. 
helped the manufacturer solve his problem. . . . 


It has 
And it has 


helped the bank to solidify its relations with its customer.” 


constructive publicity stories. Also, 
it can be made the subject of talks be- 
fore local clubs and civic groups— 
talks revolving around new develop- 
ments in industry. Part of the service 
is to keep the subscribing bank sup- 
plied with news stories, and with ma- 
terial for interesting speeches. 

Then, too, a bank is sometimes ob- 
liged to take over an industrial con- 
cern and work it out of its difficulties. 
Often, the trouble is largely due to the 
concern’s inability to meet technical ad- 
vances in the field. The service has 
proved helpful in injecting new life into 
unprofitable, bank-owned companies. 


Safeguards 


Properly offered, the service involves 
no risk of a kick-back. The bank repre- 
sentative makes it plain that the re- 
search work is handled by such con- 
cerns as Johns-Manville, U. S. Steel, 
du Pont, leading colleges and univer- 
824 


There is thus no danger that the in- 
quiring company will be swamped with 
salesmen from companies to which the 
problem has been referred. 

A further safeguard to the subscrib- 
ing bank is the fact that the service is 
exclusive so that a bank may make full 
use of it in its own territory. 

Another unique feature of the service 
is that no contract, in the usual sense, 
is required of subscribing banks. 


© 
NO REST FOR THE WEARY 


“By the way,” said a lawyer in draw- 
ing up a will, “I notice you have men- 
tioned six bankers as _ pallbearers; 
wouldn’t you rather choose some friends 
with whom you are on better terms?” 

“No, that’s all right,’ was the quick 
reply. “Those fellows have carried me 
so long they might as well finish the 
job—Proof (Great Western Publish- 
ing Co.). 
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Audit eontrol in the trust 
department 


By D. S. Jamison, Jr. 


Auditor, Commercial Trust Company of New Jersey, Jersey City, N. J. 


HE subject of this article is one to 

which a great deal of time could 

be devoted, but since time is 
limited, only that part of the subject 
dealing with the control of personal 
trust accounting, will be discussed. 

In order to lay out a system it is 
necessary to go right down into the 
department and observe every detail of 
the operation. You will probably find 
that not only can you improve on the 
accounting control, but also effect some 
worth while operating economies. 

The trust department, as we all know, 
is organized to perform certain fiduciary 
functions. This word “fiduciary” is 
derived from the Latin word fiducia 
meaning faith, and indicates a customer 


counted for. Furthermore, your re- 
sponsibility is increased by the fact that 
a great many trust customers never re- 
ceive a statement showing transactions 
which are made for their benefit. It is 
generally recognized that the placing of 
a statement in the hands of a customer 
periodically is one of the strongest fea- 
tures of a control system. It follows, 
therefore, that a well organized and 
complete system of auditing is not only 
desirable but necessary for the protec- 
tion of the bank, its customers and its 
employees. 

In practically all of the states the 
law requires us to keep the records and 
assets of the trust department entirely 
separate from all other records of the 


“As auditors of your respective institutions, you have a definite 
responsibility to see that not only are the assets of the various trusts 
properly protected but also to ascertain that the terms of the various 
trust agreements are complied with, that all of the income is col- 
lected and credited to the proper account and last, but not least, to 
see that the bank’s income is accounted for.” 


relationship of trust. Consequently, 
this division of the banking business is 
strictly regulated by national and state 
laws. As auditors of your respective 
institutions, you have a definite re- 
sponsibility to see that not only are the 
assets of the various trusts properly pro- 
tected but also to ascertain that the 
terms of the various trust agreements 
are complied with, that all of the in- 
come is collected and credited to the 
proper account and last, but not least, 
to see that the bank’s income is ac- 


_—_—. 


bank. In some organizations there 
seems to be a literal interpretation of 
this law to the effect that control 
accounts for the trust department must 
also be kept entirely separate, and trust 
funds carried in a deposit account on 
the bank’s deposit ledgers. 

With such a system in operation 
there can be no practical basis for con- 
trol of the accounting operations. The 
control of trust funds, or trust deposits, 
can best be accomplished through the 
medium of the bank’s general ledger, 


Based on a recent address to bank auditors and comptrollers. 
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and there is no objection to this pro- 
cedure on the part of the examining 
authorities, insofar as I have been able 
to ascertain. In fact, in my locality 
this method is recommended by them. 

The trust department should be 
placed on a regular departmental oper- 
ating basis, the same as any other 
department in your organization, so 
that the benefits of an interdepart- 
mental proof and balance system can 
be obtained. The General Ledger 
should. of course, be under the direct 
supervision of the auditing department. 

The control of trust assets presents 
quite a different problem, but this can 
be handled through the medium of a 
security control system in the auditing 
department. There are three methods 
of security control that I am familiar 
with—the unit, par value and book 
value systems. Unit and par value 
systems provide a medium for proof 
and control of securities only, while the 
book value system provides, in addition 
to proof and control, a basis for deter- 
mining the carrying value of each trust 
at all times and comparative operating 
results from time to time. 


Now let us see just what is required 
to accomplish this objective. 


Opening a New Trust 


When you open a new trust account 
an appraisal of that trust must be made 
regardless of whether it is a court 
trust, a voluntary trust, a guardianship 
or a personal trust coming under some 
other classification. The total appraisal 
is the corpus of the trust and should be 
set up as a credit balance on a corpus 
Individual Trust Card. 

While I realize it is not customary to 
operate a corpus account separately in 
some organizations, I wish to point 
out that this record, if set up to show 
the proper classification of debits, 
furnishes important and valuable figure 
facts to the administrative division, and 
the extra posting requires very little 
time. The other ledger records neces- 
sary to set up a trust in its entirety are 
the principal cash ledger, the income 
cash ledger, the asset ledgers classified 
as to bonds, stocks, mortgages, real es- 
tate and miscellaneous, the property o¢ 


holdings record and the liabilities pay. 
able ledger. 

You are, no doubt, familiar with all 
of these records, and I do not want to 
go into a great amount of detail except 
to point out that with the use of mod- 
ern machinery certain advantages can 
be gained in classifying the debits to 
certain of these accounts for subsequent 
analysis purposes. Just as we have 
machines that list checks on our deposit 
ledgers in two or three columns so do 
we also have other machinery today 
which will handle quite a number of 
debit classifications on trust records, 
It can readily be seen that if you can 
classify the debits to income cash ac- 
counts as to expenses, accrued interest 
paid and amounts distributed, that 
record will be readily subject to an- 
alysis for court accountings, for income 
tax analysis and auditing purposes. In 
certain States trust companies are not 
permitted to take their commissions 
until court accountings have been filed, 
and in order to prevent the distribution 
of any part of the bank’s income to 
beneficiaries or heirs, such commis- 
sions may be charged against the bal- 
ance of the income cash account and 
set aside in a reserve commission 
column right on the same ledger account 
card. 

Likewise by classifying the debits on 
the corpus ledger card to show book 
value of investments sold, expenses, 
claims paid and amounts distributed, 
and by posting to this record all trans- 
actions which affect investments and 
principal cash, you will obtain a 
chronological machine record showing 
all changes in the corpus of the trust. 
A statement of this account is not only 
acceptable as an accounting to the 
probate judge in most districts but pre- 
ferred on account of the clarity of the 
figure facts. Practically all of the 
entries in this corpus record are 4 
duplication in some respects of those 
appearing on the principal cash ledger. 
This record, however, is more readily 
subject to analysis and it would seem 
that it is much more economical to in- 
crease the work of machine posting 
than it is to increase that of analysis. 
Don’t be misled into believing that 
these so-called efficient methods of 
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machine bookkeeping are the most 
economical. You may save the expense 
of one machine operator, but the work 
of analysis will be increased all along 
the line. 

Trust investments, of course, should 
be recorded separately on asset ledger 
cards, and these cards should show not 
only the quantity balance but the book 
balance as well. It will facilitate 
analysis work greatly if additional 
space is provided on this ledger card 
for a memorandum record of income 
collected. It will also provide a val- 
uable record for the administrative 
officer in that we can determine quickly 
the value of the investment from an in- 
come producing point of view. These 
cards should be filed in alphabetical 
order by security for each account. 

At the same time postings are made 
to the asset ledger cards, a duplicate or 
property card should be made. Prop- 
erty cards should be filed in alphabe- 
tical order by account for each security 
so that this latter record is a cross index 
of the asset record. It provides a ready 
reference record of all the holders of 
each security for income collection 
purposes. It is also possible to ascer- 
tain quickly from this record the hold- 
ers of called bonds, matured bonds, or 
any security which may be affected by 
market conditions making an immediate 
sale advisable or where there may be 
call or conversion features to be taken 
advantage of. 

It is possible to eliminate most of 
the peak loads on income collection 
work by preparing in advance from the 
property records a list of all the hold- 
ers of each security on which income is 
to be collected. Such a list will not 
only provide a permanent record of 
collections but will also make it pos- 
sible to prepare in advance of the col- 
lection date the posting media neces- 
sary to get these credits on the various 
accounts, the posting media for bond 
premium amortizations, checks for dis- 
tribution of income and _ journal 
vouchers covering the bank’s commis- 
sions. 


Unitizing the Records 


4 Experience has shown that the unitiz- 
ing of all these records or, in other 
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words, breaking the complete system 
down into several individual ledgers, 
is the most practicable and economical 
method of handling the ledger accounts 
for all purposes. One of the most logi- 
cal reasons for unitizing these records 
is because at least 85 per cent. of all 
transactions affecting a trust account 
have to do with the collection of in- 
come. A further reason for unitizing 
the records is that the ledger cards can 
be standardized as to size, and columns 
can be collated so that one form of ma- 
chine journal sheet can be used for all 
classes of transactions. By sorting the 
posting media as to account classifica- 
tion and posting each group separately, 
machine totals may be arrived at for 
control and proof purposes. 

The posting media for such a system 
of ledger records is rather complicated 
and quite difficult to explain without 
the aid of illustrations, and since time 
will not permit, I will merely point 
out that a ticket form consisting of a 
separate posting media for each record 
affected should be designed to handle 
each kind of transaction, such as 

Purchases of Trust Assets. 

Payments from Principal Cash. 

Receipts of Principal Cash. 

Disbursements of Income Cash. 

Receipt of Income Cash. 

Amortization of Bonds at Premium. 

Mortgage Payments Received. 

Miscellaneous Journal Entries. 

Sale Tickets, of course, must show 
the cost or book value of investments 
sold. Posting from these tickets can be 
reduced to a routine operation by block- 
ing out all amounts except the one to 
be entered. Each part of the ticket form 
should be distinguished by color or 
otherwise identified with the particular 
ledger record for which it becomes the 
posting medium. 

All of the records so far described 
are secondary or ledger records. It is 
necessary to maintain at some central 
place in the trust department a primary 
record or journal of all the cash trans- 
actions for each day against which the 
various totals produced on the machine 
journal or secondary proof must tally. 
While it is possible to operate this 
primary record by machinery, I am 
very much in favor of the hand posted 
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columnar journal using a_ horizontal 
line for each transaction, except pos- 
sibly in the case of income items where 
a subsidiary journal is used, in which 
case income tickets may be entered in 
batches. From this primary journal 
record, it is merely a matter of a few 
minutes time to take off a proof on 
which should be listed all of the de- 
partmental debits and credits, and all 
of the debits and credits affecting the 
controlling accounts of the general 
ledger. Posting to the general ledger 
can be made directly from this depart- 
mental proof sheet. 

The auditing department should re- 
ceive a copy of all tickets recording 
the receipt and delivery of securities. 
Also a copy of all tickets affecting the 
book value of trust investments, such 
as amortization of bond premiums, 
mortgage payments received and mis- 
cellaneous journal vouchers. The audi- 
tor’s copy of all security received tickets 
should be authenticated by a trust offi- 
cer at the time he is requested to sign 
check in payment for same. Likewise 
the auditor’s copy of all delivery tickets 
should be approved by the trust officer 
at the time he is requested to approve 
the vault requisition for securities to be 
delivered. The routing of this ticket to 
the auditor at the inception of each 
transaction is very important because 
it places the transaction under audit 
control immediately. Tickets should be 
numbered serially and all must be 
accounted for by the auditing depart- 
ment. 

By obtaining from the trust depart- 
ment an extra copy of the secondary 
machine journal showing the total book 
value increases and decreases for trust 
investments by classification of ac- 
counts, we will have already established 
the figures for the liability side of the 
security control. 


Arriving at the Asset Balances 


Now, to arrive at the asset balances, 
totals are taken from the vault journal, 
classified as to stocks, bonds, and so on 
and combined on a daily proof sheet 
with totals accumulated from the audi- 
tor’s copies of tickets indicating disposi- 
tion other than to the vault. 
328 


The security control operated by the 
auditing department is simply a series 
of security controlling accounts. The 
assets are the investments on hand in 
the vault and trust department classi- 
fied as to bonds, stocks, mortgages, real 
estate and miscellaneous and are bal- 
anced against the liabilities by classifica- 
tion of accounts, 

To prepare the trust department 
daily statement of condition, we take 
from the General Ledger the balances 
of Income Cash, Principal Cash and 
overdrafts. Then we take from the 
asset side of the security control the 
book value balances of stocks, bonds, 
mortgages, real estate and _ miscel- 
laneous. These items are the assets, 
We may then take the book values of 
trust investments by classification of 
accounts as shown by the liability side 
of the security control, and by combin- 
ing these figures with the relative prin- 
cipal cash figures reported to the 
General Ledger we may establish the 
control balances on the corpus of all 
trusts. These balances, together with 
the General Ledger control balances of 
undistributed income and advances due 
the bank constitute the liability side of 
the trust department daily statement of 
condition. 

This may seem like a roundabout 
method of arriving at a proof but what 
actually takes place is the combination 
of book values in the security control 
with principal cash values in the Gen- 
eral Ledger. 

It is felt that a record should be 
maintained in the auditing department 
of all trust assets by accounts chiefly 
for the purpose of establishing joint 
vault control over these assets. This 
record should be as brief as possible 
and should show only the account, de- 
scription of the security, the date of 
receipt or delivery of securities, ticket 
number, number of shares or par value 
of bonds and corresponding book 
values. This record may be originally 
compiled from the trust department 
records and maintained from day to 
day by posting from the auditor’s copies 
of tickets after such tickets are used to 
compile the daily security proof. For 
control purposes the accounts should be 
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erouped together in the same manner 
as they are in the trust department. 

A ticket file should be maintained on 
temporary withdrawals to see that 
securities involved in all such transac- 
tions are placed in the vault in due 
course. A ticket file should also be 
maintained on all items of securities 
delivered or shipped by registered mail 
to make certain that the proper receipts 
are obtained. 

Spot audits may consist of periodic 
surprise examinations consisting of a 
verification of all entries made in the 
records of the trust department for any 
one particular day, trial balancing of 
ledgers and comparison with audit 


Each audit will consist of an exam- 
ination to see that all trust assets are 
on hand and that they are properly de- 
scribed on the trust department and 
auditing department records, an exam- 
ination to determine that all income 
that should have been received from 
these assets was actually received and 
entered on the records, and an exam- 
ination of all expenditures and distri- 
butions to see that they were properly 
authorized and in accord with the terms 
of the trust agreement. 

A report of the audit of each trust 
account should be rendered to the trust 
officer and the chairman of the trust 
committee showing a statement of con- 


“It is my opinion that a security control system, such as I have 
described together with the audit program outlined will meet all 
control requirements insofar as personal trust records are con- 


cerned.” 


records and examinations of securities 
in the process of being disposed of. 
This spot audit program is an excellent 
check on carelessness as the personnel 
of the trust department never know 
when such examinations are to take 
place. The usual result of this type of 
audit is a general improvement in work 
of all employees in the operating de- 
partment. 


Detailed Audit Once a Year 


Detailed auditing should consist of 
the complete examination of each trust 
account at least once each year. Since 
there are approximately three hundred 
working days in the year a schedule 
must be established to complete enough 
accounts each day so that all will be 
covered during the annual period. 

A good way to control this work is 
'o maintain a tickler file of accounts. 
It is a good idea to regulate the exam- 
mation of accounts in such a way that 
even the auditors do not know from day 
to day the accounts that they will have 
'0 examine the following day. 
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dition of the individual trust and the 
operating results since the previous 
audit with comments as to whether the 
instructions in the trust agreement are 
being followed or not and any dis- 
crepancies discovered as a result of 
the audit. 

It is important also to reconcile all 
checks in the auditing department. This 
can be accomplished: by operating a 
simple check register and by requiring 
your signing officers to hold the stub 
or copy of each check signed for the 
auditing department, these stubs to be 
used as a media for posting the check 
register against which the checks are 
“dated off” when they return. 

In conclusion let me state that any 
system of control which does not pro- 
vide for the detection of a defalcation 
in at least one year is obsolete. 

It is my opinion that a security con- 
trol system, such as I have described 
together with the audit program out- 
lined will meet all control requirements 
insofar as personal trust’ records. are 
concerned. 
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Spaced investment maturities 
By W. L. Dean 


President, Merchants National Bank, Topeka, Kansas 


NTIL we abandoned the horse and 
buggy a few years ago, the sub- 
ject of an investment account was 

a matter of very little concern to the 
country banker, for, in practically all 
cases, the demand for loans in the 
bank’s own community was sufficient to 
absorb all of the funds a good banker 
cared to invest. Outside of local loans 
the smaller banker invested in munici- 
pal or government securities, only in 
such an amount as might be necessary 
to secure his circulation account, or 
public funds of various kinds, which 
even at that time required the pledge 
of securities. 

The real investment account, as such, 
is a development of comparatively re- 
cent years in so far as small banks are 
concerned. Even in larger banks the 
account had no such importance as it 
has had in the last few years, since the 
multiplicity of lending agencies has un- 
dertaken such a major part in the finan- 
cial affairs of every community. 

It is not my purpose to enter into 
a discussion as to the reasonableness or 
unreasonableness of any particular 
competition that has developed for the 
banking business, nor is it my purpose 
to prohphesy what the future may hold 
in so far as the continuance of such 
competitive agencies is concerned. I 
am merely stating to you the fact that 
a continuously increasing part of local 
financing is done through large finan- 
cial agencies, either with or without 
government subsidy, and that because 
of this fact an increasing proportion 
of the local deposits in banks will have 
to seek investments outside the com- 
munity in which they operate. 

I now raise the question what do we 
care about maturity, if the bond or se- 
curity in which the banker invests is 
perfectly safe and will be paid when 
it is due? In other words, should we 
or should we not pay attention to ma- 


Adapted from an address. 


turities in the investments made for our 
strictly investment account? 

From my experience in the past 17 
years, largely devoted to purchasing 
and selling investment securities, I feel 
perfectly safe in saying to you that the 
majority of the small and medium sized 
banks have operated and are now op- 
erating their investment account with 
no definite plan as to maturities. 

The continuous fall of interest rates 
and consequently increasing price of 
bonds from 1933 to 1938, has led many 
bankers to believe that they have mas- 
tered the secret of profitable and safe 
investment. The continuously decreas- 
ing interest rates and the consequent 
decrease in earnings has led many 
bankers who once considered maturity 
to utterly disregard even their own gen- 
eral ideas on the subject, in an effort 
to make satisfactory earnings. 

I think all of us readily admit that 
the investment problem of no two banks 
can be identical. The necessary con- 
sideration of the source of funds 
through which the investment account 
arises, makes such an account the in- 
dividual problem of each bank. Ma- 
turities entirely satisfactory for one in- 
vestment account, might be extremely 
dangerous in another account, and the 
satisfactory experience of one bank with 
a maturity schedule suitable to its 
needs, might be a disastrous experience 
to another. 

It is my feeling, however, that there 
are a few general principles by which 
the maturity schedule in every in- 
vestment account must be determined. 
Primarily, an investment account an- 
ticipates an interest return, not a specu- 
lative profit. In other words, a bank’s 
securities should be definitely purchased 
with the expectation of holding to ma 
turity, not with a view to selling or 
buying at market as funds contract or 
expand. x 

Perhaps we have reached a stage ™ 
our civilization when one man oF 4 


330 THE BANKERS MAGAZINE for October, 1988 





group of men can plan and dictate our 
economy. You may believe that if you 
wish, but no thoughtful person would 
for a moment contend that one man or 
a group of men, with all the available 
statistical information in the world, can 
prognosticate with continuous success 
ihe course of interest rates or the course 
of market prices. The continuous effort 
of every banker to stay away from 
purely speculative arrangement of his 
maturities and to live by the law of av- 
erage returns, is therefore of first im- 
portance. 

When I speak of speculation you will 
remember | have already stated that 
we are considering only the very safest 
class of investments, and speculation as 
here used means the speculation in ma- 
turity, and I say to you frankly that 
such a speculation is at least within 
“gun shot” of being as dangerous as a 
speculation in class or grade. 

Every individual investment account 
must be based on the longest suitable 
maturity. By that I mean, we must de- 
termine for ourselves, in our own in- 
dividual account, with full consideration 
of the source of our investment funds, 
the longest maturity in which we can 
safely invest. It may be five years in 
my account—it may be ten years in 
yours—it may be fifteen years in an- 
other—but with the application of the 
best known principles for analyzing 
the funds the definite longest term must 
be established. Toward that longest 
maturity, when it is definitely deter- 
mined, the intelligent banker will build 
his investment account. 

If we take, for example, the fund for 
which a ten year maturity is entirely 
appropriate, it seems to me elementary 
that the properly’ managed account 
should have its maturity schedule as 
nearly as possible evenly arranged for 
a period of from one to ten years. 

The strictly investment account of 
$500,000 with the longest maturity ten 
years so arranged as to have available 
for investment $50,000 each year, will 
assure a fair average investment return 
over the full period. 

If you admit with me, as I believe 
you must. that no man or group of men 
are smart enough to outguess all the 
forces effecting market action in our 
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country, then you must admit, | think, 
that the only way to at least equal the 
average rate of return, will be to pro- 
vide your account with a continuous 
flow of investment funds, which can be 
accomplished by the proper spacing of 
maturities. 

Attempts to trade from long to short 
bonds or to buy at the low and sell at 
the high, is a task of a scientific trader. 
Many men have succeeded temporarily 
with such a policy. Few, I think, have 
equalled or bettered the average avail- 
able investment return over the course 
of any long period. The short term 
action of an investment account and the 
return it gives us, must be overlooked, 
and the effort continuously made to ar- 
rive at an average return which repre- 
sents proper compensation for the risk 
of our capital. 

The possible depreciation appearing 
at times in the longer maturities of our 
schedule will be compensated for by 
the increased return from reinvestment 
of maturing securities. 

If our fund is invested for a period 
of from one to ten years, as the ma- 
turity date approaches on the first bond, 
our effort will be to invest that amount 
for ten years. In that way we are 
securing, for our fund, investments at 
a low price if the market is down, to 
partially offset the depreciation in se- 
curities already owned. 

If, on the other hand, we group our 
investments putting our entire fund in 
short time maturities, the whole ac- 
count reflects only the rate at the mo- 
ment of reinvestment. If we invest it 
all in long term securities, we sit for 
a long period through low markets 
waiting for another chance to invest, 
with a dangerous exposure of our capi- 
tal funds if we are forced to sell. 

The spacing of maturities in the in- 
vestment account seems to me to elimi- 
nate from it speculative endeavors in 
its handling. As bankers we are com- 
pelled to meet the situation as it exists. 
In our capacity as trustee for our de- 
positors’ funds it is not our duty to try 
to outguess economic forces nor to 
make speculative profits. The attempt 
to secure an average investment return 
available on sound investment securities 
is our obligation. 
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We can be assured of such an aver- 
age only by intelligently spacing our 
list to make funds continuously avail- 
able for reinvestment. It does not seem 
to me to make any difference whether 
we determine the longest maturity in 
which we are willing to invest our funds 
to be three years, or twenty years, the 
principle of spacing maturities between 
the present and that date, will best en- 
able us to maintain the complete in- 
tegrity of our funds and secure the best 
compensation for their issue. 

In any bank investment account, as 
we have already learned, it is necessary 
to keep before us the possibility of de- 
creasing deposits requiring a reduction 
in the total of our available funds. The 


which you are willing to invest today 
may not represent the maturity you are 
willing to consider next year. 

General movements of interest rates 
can be fairly well determined and 
when, as bankers, we feel the low point 
in interest rates has been reached, cer- 
tainly the shortening of our investment 
schedule is the part of good manage- 
ment. The reinvestment of maturing 
securities may then be on a much 
shorter basis than our former policy, 
I do not think that such general changes 
in any sense constitute speculation, for 
we are merely protecting ourselves 
against long term swings rather than 
attempting to outguess current short 
term market action. 


“An investment account properly scheduled as to the longest 
maturity date, providing an even flow of funds for reinvestment 
by intelligently arranging its ‘Due Dates’ will pay dividends in 
ash as well as peace of mind in all kinds of economic weather.” 


replacement of cash reserves by shrink- 
age in the investment account, can be 
best accomplished by the maturity of 
our bonds without dependence upon 
sale in the market at the willing pur- 
chaser’s price. 

Of course, no program of spaced ma- 
turities can always answer the demands 
of depositors inspired by fear of gen- 
eral economic conditions or the sound- 
ness of their particular bank, but the 
properly drawn maturity schedule. will 
supply maturities to take care of rea- 
sonable deposit shrinkage and will pro- 
vide the best market values if unusual 
withdrawals occur. 

Unquestionably changes in general 
policies will be made from time to time 
in the handling of any bank’s invest- 
ment account. The longest maturity in 


What a glorious world it would be 
for bankers if we could know when to 
invest all our funds, and when to con- 
vert them into cash. What a gloomy 
world it has been and will be for the 
banker who thinks he knows in spite 
of the preponderance of evidence 
against him. 

The banker content with averages is 
usually above the average. He who 
reaches for the maximum profit or re- 
turn usually lands at the bottom of the 
list. 

An investment account _ properly 
scheduled as to the longest maturily 
date, providing an even flow of funds 
for reinvestment by intelligently ar- 
ranging its “Due Dates” will pay divi- 
dends in cash as well as peace of mind 
in all kinds of economic weather. 
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Prineiples of bank 
investment policy 


By O. P. DecKER 


Vice-President, American National Bank and Trust Company of Chicago 


ANK investment policies are but a 

portion of that whole group of 

bank management policies whose 
careful and thoughtful application de- 
termine the safety, liquidity, and earn- 
ing power of any banking institution 
irrespective of its size. While the small 
number of bank failures in recent years 
may have led us to think that these 
principles were generally well under- 
stood and carefully followed by bank 
managements, the wide variations in 
capital risk, type and degree of liquid- 
ity, and earning power of comparable 
institutions during these same years has 
given evidence of widely different in- 
terpretations, and in some cases a lack 
of understanding, of these principles. 
Their essentialness has been hidden in 
large measure by a combination of un- 
usual conditions, such as the upward 
trend of business volume; the upward 
trend of commodity prices; the pro- 
gressively lower rate policies of the 
fiscal authorities; and the increase in 
bank deposits as gold has flowed into 
this country and the Government has 
continued its policy of financing its defi- 
cit by borrowing from banks. 

In about February, 1937, this com- 
bination of conditions began to change. 
The progressively lower rate policies of 
the fiscal authorities were interrupted 
by the increase in reserve requirements; 
the policy of sterilizing gold imports 
was instituted; general business volume 
began to decline; resistance to increas- 
ing commodity prices appeared; and 
the method of financing the deficit of 
the Government was changed. It is the 
purpose of this paper to point out once 
again the principles of bank investment 
policy, to point out wherein the changes 
in the economic system of the country 
in the last five years have influenced 


Adapted from an address. 
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their applicability, and to warn of some 
of the risks that arise from a failure 
to thoroughly appreciate their signifi- 
cance. This paper does not attempt to 
set up detailed standards for judging 
the quality of a particular security, but 


‘*Bank investment policies are 
but a portion of the whole group 
of bank management policies 
whose careful and thoughtful 
application determine the safety, 
liquidity, and earning power of 
any banking institution irrespec- 
tive of its size. While the small 
number of bank failures in re- 
cent years may have led us to 
think that these principles were 
generally well understood and 
carefully followed by bank man- 
agements, the wide variations in 
capital risk, type and degree of 
liquidity, and earning power of 
comparable institutions during 
these same years has given evi- 
dence of widely different inter- 
pretations, and in some cases a 
lack of understanding of these 
principles.’’ 


only the general principles to be fol- 
lowed in the purchasing of all secu- 
rities. 


Factors to Be Considered 


No banking institution can determine 
what its loan and investment policies 
should be without first studying four 
factors that condition this decision for 
each institution. These four factors are 
as follows: 

1. The relationship of its total capital 
and reserves to its total deposit liabil- 
ities. 
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2. The composition of its total de- 
posit liabilities. 

3. Its requirements for income. 

4. The amount of income available 
to it from its local business. 

I shall discuss each of these in turn. 

While the statutes of the various 
jurisdictions under which banks are or- 
ganized in this country limit the amount 
of an individual bank’s investment in 
the securities of any one borrower— 
with the exception of the general ob- 
ligations of a municipality or the Fed- 
eral Government—we all know they 
leave to the management of the bank 
the determination within extremely wide 
limits of how and where these invest- 
ments are to be made. The Comptroller 
of the Currency and the Federal Deposit 
Insurance Corporation have further at- 
tempted by regulation to define these 


Many a loss in a bond account today 
is due not to hasty or ill considered 
purchases, but to the misappraisement 
of one or two facts, or to a failure to 
recognize how a credit has been dressed 
up for selling purposes.) The possi- 
bility of the impairment of capital, and 
by capital I mean all forms of capital 
stock and debentures, should never 
knowingly be assumed. True, a bank- 
er’s first concern should always be for 
his depositors and only secondarily 
should he think of his stockholders, but 
risking his stockholders’ investment, 
which is certainly no favor to them, is 
certainly much less of a favor to his 
depositors, particularly those who have 
accounts in excess of $5000. The 
amount of a bank’s reserves either ad- 
mitted or hidden that are not required 
for other assets, the amount of its un- 


“Conditions within an industry, between industries, and 
throughout the entire world change too fast to make any set of 
rules governing the investments of all banks anything more than 
a general statement of policy to be followed. Blind following of 
the wording of a statute, or of the regulations of an examining 


authority, can never be substituted for management judgment.” 


limits, but their attempt has not been, 
nor can it ever be, entirely successful. 
Conditions within an industry, between 
industries, and throughout the entire 
world change too fast to make any set 
of rules governing the investments of 
all banks anything more than a general 
statement of policy to be followed. 
Blind following of the wording of a 
statute, or of the regulations of an ex- 
amining authority, can never be substi- 
tuted for management judgment. 

The management of a bank should 
consider, before it makes any invest- 
ment of its institution’s funds, the prin- 
ciple of self-preservation, namely, that 
no investment should be made where 
the appraisable risk of loss, or equally 
important of market depreciation, may 
cause a capital impairment for that in- 
stitution. (May I add parenthetically 
that when I make that statement I real- 
ize I am saying that judgment in the 
purchase of securities is all important. 


divided profit account, and the amount 
of its surplus account should always be 
considered as determining the maxi 
mum known risk either of loss or more 
importantly of market depreciation 
that a bank management may take when 
it sets up its investment program. 

Secondly, a study of the composition 
of an institution’s deposits is also a 
prerequisite to the determination of its 
investment program. It is generally 
useful to divide deposits into four major 
classifications: 

1. Demand deposits, which include 
the usual run of personal and business 
checking accounts. 

2. Savings deposits, which include 
true savings funds, and unfortunately 
all too frequently nowadays special 
balances placed in such accounts by de- 
positors pending more permanent m- 
vestment. 

3. Time funds, usually evidenced by 
certificates of deposit. 


334 THE BANKERS MAGAZINE for October, 1988 





4, Special funds, which generally are 
public balances, balances — established 
by court order, or trust department tem- 
porary cash holdings. 

Any institution because of its knowl- 
edge of its depositors and its past ex- 
perience with them can determine quite 
closely what its weekly, monthly, and 
seasonal fluctuations in deposits will be, 
how much of its deposits are per- 
manently lodged with it, how much de- 
posited for only a short period of time, 
and how much only temporarily, ir- 
respective of in which classification 
such deposits may be lodged. Twice a 
year is usually as frequent as such an 
inventory of deposit composition need 
be made, although catastrophic changes 
in a community, such as a mill shut 
down in a one mill town, or a crop 
failure in a one crop agricultural com- 
munity, or a depression, may ‘make a 
more frequent inventory desirable. The 
margin of error in making such esti- 
mates can be held within surprisingly 
narrow limits. It is difficult to under- 
stand how any bank management can 
attempt to set up an investment pro- 
gram, or for that matter to buy any 
investments at all, if it cannot closely 
estimate in advance its cash require- 
ments for legal reserves, working bal- 
ances, and deposit fluctuations. 

Thirdly, an estimate of expense. A 
banking institution is in a particularly 
fortunate position to determine its in- 
come requirements for a period in ad- 
vance. The number of employees in 
a bank does not vary. greatly, and 
usually salary schedules are known in 
advance and set for a period of time. 
It is possible, therefore, to determine 
at any one time with practically no 
error what the major expense item, 
namely, salaries, of an institution will 
be for a given period in the future. The 
amount of interest to be paid on sav- 
Ings and time deposits can also be ac- 
curately estimated as can each of the 
other usual large items of operating 
expense, such as rent, supplies, exami- 
nation cost, F. D. I. C. premium, etc. 

It is, therefore, possible if such an 
analysis is made for the management 
to know within very close limits, before 
it even begins to consider sources of 
meome, the absolute maximum amount 


THE BANKERS MAGAZINE for October, 1938 


of capital risk that it should take either 
on loans or investments; the amount of 
funds that it will have available for use; 
the period of time for which they will 
be available, and the expenses that it 
will have to meet. If to the sum total 
of expenses the amount that the man- 
agement should like to earn for re- 
serves, for additions to surplus, and for 
dividends is added, the management 
will have a complete picture before it 
begins to lay out its program of the 
job it has to do, of the resources it has 
available to do the job, and of the 
maximum risks that it can afford to take. 

The fourth, final and most important 
factor in determining a bank’s invest- 
ment policy and program is the esti- 
mating of the income that the institu- 
tion may expect from its regular source 
of business and the amount and liquid- 
ity of the funds that will be used in 
taking care of such business. Income 
from mortgages, from real estate and 
vault rentals, time loans, demand loans, 
service charges, exchange—all of the 
regular sources of income—can be quite 
accurately estimated, and at the same 
time the amount and the liquidity of 
the funds that will be required for this 
business can be calculated. The re- 
sult, therefore, is an estimate of how 
much of its income requirements a bank 
can obtain without going outside of its 
local community or without employing 
all of its available funds. The balance 
of its income requirements must be ob- 
tained from the remaining available 
funds, bearing in mind the predeter- 
mined limitations of their employment, 
limitations imposed not only by statutes 
and rules, but also by the existing re- 
serves, by the analysis of deposits, and 
the margin of error that must be as- 
sumed to exist in all of these calcula- 
tions. 


Alternative Possibilities of Producing 
Income 


Once the amount of income, the 
amount of available funds, the amount 
of available reserves, and the required 
liquidity from the bond account are 
known, a_bank’s management must 
make a very careful three-fold decision. 
It must first decide whether it shall at- 
tempt to earn this required income, or 
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whether it shall in the interest of con- 
servatism revise its estimates. Secondly, 
if it should decide that it can earn this 
required income, it must then decide 
whether to seek new sources of local 
business or to rush into the bond mar- 
ket with its funds. Once this second 
decision has been made it must then 
decide in the light of its loan and other 
asset portfolio what policy it should 
follow in its investment account. 

Let me discuss the factors involved 
in each of these decisions in order. 

First, the decision whether it should 
attempt to earn the income it desires 
and needs, or revise downward its esti- 
mate of income requirements. Inas- 
much as this is a paper on the prin- 
ciples of investment and not the 
principles of bank management, I do 
not want to spend time on this point. 
In passing, however, let me point out 
that while expense cutting or lower 
earnings are unpleasant, foolish is the 
bank management that refuses to face 
the reality of its situation and attempts 
to earn an impossible or risky high rate 
of return on its investments or reduce 
the amount it should like to set up for 
reserves and surplus because its ex- 
penses are too high. I know of no bet- 
ter way to dull one’s sense of proper 
bank management than to become 
greedy for earnings. There are times 
in the banking business when manage- 
ment should attempt to make money; 
there are times when it should not; and 
you can set it down as a rule that a 
venture into the bond market with a 
large sum of money at a time when 
normal income is falling off because 
of a business depression is usually not 
sound venture. 

The second decision, namely, whether 
to seek new sources of income from 
local business or to rush into the bond 
market, is also not part of the subject 
matter of this paper. Here again let 
me point out that banks today are op- 
erating in a period when rates on real 
bank quality bonds are extremely low, 
and conversely, the capital risks from 
the purchase thereof extremely high. As 
long as I live I shall never forget the 
statement of the president of a large 
banking corporation made to me at the 
998 


American Bankers Association Conyen- 
tion last October when discussing this 
very problem, he said, “To my mind 
there is no question between my insti- 
tution’s risking $100,000,000 in U, §, 
Government notes to obtain $1,000,000 
a year in income, or $10,000,000 in 
small loans to customers of our bank 
to earn the same amount of income, 
and we still keep $90,000,000 in cash.” 
The possibility of obtaining additional 
income from a small quantity of loans 
as compared to a large quantity of 
bonds should never be overlooked. | 
think we all have. modernized our 
thinking to the point where the solicita- 
tion of a good loan is no longer con- 
sidered unethical. But, let me warn 
you, if the decision is made to seek the 
required income from loans, the bank 
should not attempt to use the additional 
funds that it has left over in the bond 
market. Dangerous too is the tendency 
to let cash burn a hole in your pocket. 

Should it be decided to attempt to 
make the income required by the 
budget, and after all the analysis | 
have been describing is essentially the 
preparation of a budget, and should it 
be decided that this income cannot be 
obtained from additionally developed 
local business, the third decision is how 
many and what kinds of securities to 


buy. 


Principles to Be Considered in 
Buying Securities 

In reaching this decision certain 
principles should be remembered. And 
remember I am not speaking of security 
standards but of principles. To my 
mind they are three in number: 

l. That the securities purchased 
should be safe. 

2. That the securities purchased 
should be liquid. 

3. That the securities purchased 
should not be subject to major price 
fluctuations. : 

The word safe like many English 
words is a weasel word. What it means 
to you and what it means to me may 
not be the same. Essentially though. 
we should all understand that when we 
speak of a “safe” security we are speak- 
ing of a security whose full payment 
in dollars at maturity is not subject to 
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THE CHASE 
NATIONAL BANK 


OF THE CITY OF NEW YORK 


Statement of Condition, September 30, 1938 


RESOURCES 
Case se Doe: wns: Ta ae 986,341,323.24 


Burtion Aproap AND In TrRaNsir .......:- 37,050,975.81 
U. S. GoveRNMENT OBLIGATIONS, DIRECT AND FULLY 

RI «op Oe ie eed, ean: ane aoe 661,918,043.40 
State AND MuNIcIPAL SECURITIES . . . . . . + «© » 108,747,143.17 
OrHer Bonps AND SECURITIES. . . . . ar Beare 174,451,571.41 
Loans, Discounts AND BANKERS’ ACCEPTANCES . . . . 620,196,819.77 
RS UCU 8 Se ig Ce Skis seat ete, Wore ae 34,865,058.10 
I ee ENO hs kk. ca ag pide se 6,835,051.92 
MortTGAGES lahat Lele: ceapinhan a" cana Nagye Mia WP Sox IRN ema) ak ae 11,297,190.31 
Customers’ ACCEPTANCE LIABILITY . . . . «1. 2. 2 « 22,003,055.08 
ae PS eee Pan a MMR ical as og nek er 6,416,425.19 


$2,670,122,657.40 


LIABILITIES 
CapitaL Funps: 
Cariran, Gf0cK*: ... 6 se 4S 5 = SIRO ORO 


SUMINI o5oo  s es ae cw a eee 
Rev - DRIER ow abe an we ee 31,136,343.12 


$ 231,676,343.12 
Resenve won CONTINGENCIES «. 404. 6200) Vw ee oom 16,867,007 .26 
RESERVE FOR TAXES, INTEREST, ETC.. . . . 1 6 ee 1,700,804.22 
fA Ne te OL ne amare amrmee eee 3 
Accumrances. QUrTévTanDineG.:- 60 a a bee 22,779,871.31 
LIABILITY AS ENDORSER ON ACCEPTANCES AND ForEIGN BILLS 12,169,784.94 
CORSE I 5s igre ee eg eect ere 7,954,653.54 


$2,670,122,657.40 


United States Government and other securities carried at $134,108,067.90 are pledged to secure 
public and trust deposits and for other purposes as required or permitted by law. 


Member Federal Deposit Insurance Corporation 
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doubt. Other than “safe” securities 
should never to purchased by a bank. 
In that regard let me point out that in 
the purchase of other than Federal Gov- 
ernment securities, a bank should not 
disregard the fact that certain types of 
general business and municipalities 
have for several years now operated 
under an economic order which em- 
bodies a new type of philosophy, a 
philosophy that Professor Cyril James 
has so aptly called “A philososphy of 
social security for approved types of 
borrowers.” 

Stripped to its essentials, we should 
always remember that we live in a coun- 
try that attempts today, as contrasted 
to a few years ago, to give a general 


security guarantees. And I would call 
your attention to the fact that any 
change in the policy of the Federal 
Government as regards these guarantees 
of solvency will affect the safety (and 
remember by “safety” I mean certainty 
of full payment at maturity) of the 
obligations of these borrowers. Con- 
versely also I would call your attention 
to the fact on which I shall dwell some- 
what more, later—that the faiure of the 
Federal Government to change its 
policy toward these borrowers may af- 
fect the safety of its own borrowings, 

Liqidity too is a weasel word. The 
liquidity of investments may actually 
be one of two types. The first type is 
the liquidity that exists because of the 


“Liquidity, too, is a weasel word. The liquidity of investments 
may actually be one of two types. The first type is the liquidity that 
exists because of the nearby maturity of the security, and the second 
the liquidity that exists because of the shiftability of a security.” 


public—a Federal Government—guar- 
antee of solvency (or semblance of 
solvency) to municipalities—for when 
the Federal Government pays a large 
portion of their relief burden and a 
substantial portion of their regular im- 
provement expenditures by the alloca- 
tion of relief funds and the allocation 
of WPA or PWA funds—it does ex- 
actly that; that it guarantees a sem- 
blance of solvency, at least for rail- 
roads, through the extension of Recon- 
struction Finance Corporation loans 
based, not on the security of current 
earnings from operations, but on hopes 
(in many cases) of future operations, 
and certainly the NRA’s attempt to 
protect business from price cutting, 
unfair (in the sense of unequalable) 
competition, and the ability of a busi- 
ness to borrow direct from the Federal 
Reserve Bank or the Reconstruction 
Finance Corporation, when it isn’t good 
enough to borrow from a bank, is an 
attempt to offer the same semblance of 
a guarantee of solvency to general busi- 
ness. Only the utilities seem not to 
have obtained one of these new social 
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nearby maturity of the security, and the 
second the liquidity that exists because 
of the shiftability of a security, the 
liquidity that arises from the ability of 
each of us to find a purchaser for his 
institution’s investment—to shift them 
to somebody else. The liquidity that 
comes from the nearby maturity of a 
security may itself be the liquidity that 
arises from the actual accumulation of 
capital by the borrower to pay the se- 
curity at maturity, or that which comes 
from the refunding of the security— 
from the borrower’s ability to borrow 
from someone else—from the borrow- 
er’s ability to shift his debt. Only this 
first type of liquidity, that which comes 
from the borrowers accumulating funds 
to pay his debts can be considered as 
true liquidity. At the present time 
probably the only truly liquid secu- 
rities that exist in this country that a 
bank can purchase are banker’s accept- 
ances, of which the supply is so small 
that the average bank cannot purchase 
those it needs, commercial paper where 
the supply is also limited but neverthe- 
less larger than it was (and banks can 
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EXAMINATIONS - SYSTEMS - TAXES 
FOR 


Banks and Trust Companies 
McARDLE & McARDLE 


ACCOUNTANTS AND AUDITORS 
Forty-Two Broadway, 


acquire it), obligations of municipal- 
ities issued in anticipation of the col- 
lection of taxes, nearby maturities of 
outstanding municipal bond issues, and 
corporation securities partaking of the 
nature of railroad equipment trust cer- 
tificates—securities whose payment is 
made from the accumulated cash set up 
for depreciation of the asset pledged, 
or is made from earnings kept in the 
business, or from the mining of the 
natural resources pledged as security. 
In each of these cases the question of 
liquidity resolves itself entirely into an 
analysis of the certainty that the bor- 
rower can accumulate the funds to 
make the payments. 

The liquidity that comes from the 
ability of the borrower to find a new 
lender at the time his obligation ma- 
tures is a type of liquidity that requires 
sound judgment on the part of the pur- 
chaser of the security in determining 
the borrower’s future position. In gen- 
eral, maturities of large bond issues 
that have to be refunded, whether issued 
by the Federal Government, municipal- 
ities, or corporations, fall into this 
classification. I can only point out to 
you the failure of a purchaser of secu- 
rities to correctly prognosticate the 
willingness of lenders to lend in the 
future places him in the position of 
having a security that is not as satis- 
factory an investment as though it ma- 
tured in a much longer period of time. 

The liquidity that comes from the 
shiftability of a security, i. e., from the 
fact that a security has a wide and 
ready market, is even more ephemeral 
than the liquidity that comes from the 
maturity of a security in anticipation 
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of a refunding. A bank’s relying on 
this liquidity involves it in assuming 
two risks: one, the risk of being able 
to find a buyer for the securities at the 
time it wants to sell them, and two, the 
risk of being forced to accept the price 
that the buyer will be willing to pay 
for one reason or another. We have 
grown in this country to think of U. S. 
Government securities as extremely 
liquid, but yet I feel quite certain that 
it was utterly impossible on April 1, 
1937, for example, to find a private 
buyer for $5,000,000 of a long U. S. 
Government bond like 254s of 1951/54 
even at a reasonable price concession. 
$5,000,000 is not a large quantity of 
Government bonds, but on that particu- 
lar day when the Government bond 
market was breaking very badly, and 
everyone was very much worried, I am 
sure that no one of the regular buyers 
would have been willing to acquire 
anything like that size of a block of 
securities. The same condition holds 
true today of much smaller blocks of 
very excellent railroad securities. To 
a degree, and certainly at a price, bonds 
partake of the liquidity for which real 
estate is noted—when you can sell it 
you won’t and when you want to sell 
it you can’t. 

In addition, the price of a security 
whose liquidity comes from shiftability 
rather than payment at maturity also 
becomes a function of the general level 
of interest rates. I need only point 
out that because of a change in the gen- 
eral level of interest rates of as little 
as 34 of 1 per cent. a long time 
bond like American Telephone and 
Telegraph 31% per cent. of 1966 sell- 
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ing at approximately 10014 the day of 
the preparation of this paper would 
drop in price about 5 points from 
par to approximately 9514. With the 
present high level of interest rates this 
risk is extremely real in bonds of long 
maturity and is one of those which must 
be given much consideration if an in- 
stitution wishes to buy long time secu- 
rities whose liquidity depends upon 
their shiftability and not upon the abil- 
ity of their issuer to pay them from 
the accumulation of funds. 

The third standard that should be set 
up; namely, that the securities should 
not be subject to major market fluctua- 
tions, is only partially a function of 
these other two standards. Major mar- 
ket fluctuations are caused by changes 
in credit standing, by changes in the 
level of interest rates, and equally im- 
portantly by the psychological attitude 
of buyers toward the securities. Trite 
as it may sound, we must realize as 
bankers that the new set of rules, the 
new set of controls, 
words, 
under which we are working is not com- 
plete and does not function perfectly. 
Major market fluctuations in securities 
can be caused by changes in the atti- 
tude of the Government toward munici- 
palities and industries, or if not by a 
change in attitude by reported changes 
in attitude, or by buyer’s interpreta- 
tions of actual changes or reported 
changes. I would suggest to you that 
you consider seriously whether you 
have a right to run the risk with your 
institution’s funds that you are required 
to run if you make a long time invest- 
ment in an industry where a change in 
governmental attitude is possible that 
may completely change the position of 
that industry—the oil or telephone in- 
dustry for example. We as bankers are 
new operating in a period when the old 
rule of keeping a part of the funds you 
invest in securities invested in what are 
considered secondary reserve securities, 
and part in investment securities— 
securities of longer- maturity that you 
intended to hold to maturity—involves 


if you like the 


a risk that did not exist when the rule 
was made. Unless his reserves are tre- 
mendous and his deposits unusually 
stable, I, frankly, do not see how any- 
one is justified in having a long time 
investment ‘account today in his bank 
when the level of rates is where it is, 
when the attitude and policy of the Fed- 
eral Government is so undefined and 
apparently vacillating and when the 
position of industry is so precarious 
because the rules under which it op- 
erates are subject to such violent 
changes. Clarification of the Govern- 
ment’s attitude and _ policy—stabiliza- 
tion of the rules of the game if you 
will—could quickly change this condi- 
tion. But again we must all remember 
that changing the rules of the game, 
violently changing them on occasion, is 
a part of the essential nature of a 
planned economy. 


My previous statement of the risk of 
owning long time securities applies very 
definitely to long time United States 
Government bonds. Just as the early 
Christian fathers worried over the Day 
of Judgment, so you and I must worry 
over the time when the judgment of a 
free market will be visited upon long 
United States Government securities. 


If an institution is to invest its sur- 
plus funds only in short time securities, 
and if it is to only pick securities whose 
safety is unquestioned, whose liquidity 
seems absolute, and whose price flue- 
tuation will probably be small, it 
nevertheless cannot put them away and 
forget them. A purchase of securities 
is actually an extension of a credit, and 
just as no credit once made can be for- 
gotten to maturity with the certainty 
that it will be paid, so no bond can be 
purchased, be put away, and forgotten. 
Constant vigilance, constant supervi- 
sion, constant appraisal of conditions, 
a willingness to take losses when one’s 
judgment of the quality of a credit ap- 
pears to be wrong, and a constant con- 
scious attempt to avoid the assumption 
of risk are the prices that must be paid 
for a good bond account. 
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Plans being perfected for 
Houston Convention 


ANKERS from all parts of the 

country are turning their thoughts 

to Houston, Texas, where on No- 
vember 14 next the American Bankers 
Association will start its annual con- 
vention. Among the speakers already 
announced who will address the general 
sessions are W. J. Cameron of the Ford 
Motor Company and Jesse H. Jones, 
chairman of the board of the Recon- 
struction Finance Corporation. 

Other speakers will include Dr. Adam 
S. Bennion, assistant to the president of 
the Utah Power & Light Company, Salt 
Lake City, Utah; J. Reuben Clark, chair- 
man of the Foreign Bondholders Pro- 
tective Council, Inc., New York City, 
and former ambassador to Mexico; Dr. 
Karl T. Compton, president of the 
Massachusetts Institute of Technology, 
Cambridge, Mass., and Bishop James E. 
Freeman, Episcopal bishop of Washing- 
ton, D. C. 

Messrs. Cameron and Jones will 
speak at the first general session, Tues- 
day, November 15; Messrs. Freeman 
and Compton at the final general ses- 
sion, Thursday, November 17. 

Eastern bankers planning to attend 
the convention are being offered two 
special tours by the New York Central 
System and the Pennsylvania Railroad. 
The New York Central System is offer- 
ing a pre-convention tour to Mexico, 
leaving New York October 30 and re- 
turning November 20, and the Pennsyl- 
vania Railroad a post-convention tour, 
leaving New York November 10 and 
returning November 28. Both trips are 
planned to give members of the Asso- 
ciation and their friends as wide and 
varied an itinerary as is possible in the 
time available. 


The Divisional Programs 


Philip A. Benson, first vice-president 
of the American Bankers Association, 
Milton I. Barlow, president of the 
American Institute of Banking, Lindsay 
Bradford. president, City Bank Farmers 
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Trust Company of New York, and 
C. B. Axford, editor of the “American 
Banker,” New York, will address meet- 
ings of the various divisions. 

The state bank division will meet on 
the morning of Monday, November 14 
and the national bank division will hold 
its meeting that afternoon. The meet- 
ing of the trust division and the meet- 
ing of the state secretaries section will 
be held the afternoon of Tuesday, No- 
vember 15, and the savings division will 
meet on the evening of Wednesday, No- 
vember 16, 

Mr. Benson, who is president of the 
Dime Savings Bank, Brooklyn, New 
York, will speak before the savings di- 
vision on the subject of “Something for 
Nothing.” Other speakers on the same 
program include Henry S. Sherman, 
president of the savings division and 
president Society for Savings, Cleve- 
land, Ohio, on the subject of “Progress 
in the Savings Business”; Hon. William 
R. White, superintendent of banks, New 
York, on the subject of “Savings De- 
posits a Growing Responsibility”; and 
Fairman R. Dick, of Dick and Merle- 
Smith, Investments, New York City, on 
the topic of “The Savings Banks and the 
Railroads.” 

The state bank division which will be 
presided over by Harry A. Brinkman, 
vice-president, Harris Trust and Savings 
Bank of Chicago, will be addressed by 
Mr. Axford, on the subject of “What 
State Banks Can Do.” William A. 
Irwin, assistant educational director of 
the American Institute of Banking, New 
York, also will address the state bank 
division on the subject of “An Exam- 
ination of the New Economics.” 

Mr. Bradford will .address the trust 
division on the subject of “Phases of 
Trust Business.”.. Robertson Griswold, 
president of the division and vice-presi- 
dent of the Maryland Trust Company, 
Baltimore, Maryland, also will address 
the meeting. 

Mr. Barlow, who is also cashier of 
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ORVAL W. ADAMS 


President, American Bankers Associa- 

tion; executive vice-president, Utah 

State National Bank, Salt Lake City, 
Utah. 


the National Citizens Bank, Mankato, 
Minn., will speak on the subject of 
“A. I. B. and the State Bankers Asso- 
ciations,” before the state secretaries 
section. D. J. Needham, general coun- 
sel of the American Bankers Associa- 
tion, will address the group upon the 
subject of “Recent Federal Legislation.” 
Reports of the following committees 
will also be given: Investment port- 
folios by the chairman, Don E. Warrick, 
secretary, Indiana Bankers Associa- 
tion, Indianapolis, Indiana; State Bank- 
ers Association Management by the 
chairman, David M. Auch, secretary, 
Ohio Bankers Association, Columbus, 
Ohio; State Legislation by the chair- 
man, C. C, Wattam, secretary, North 
Dakota Bankers Association, Fargo, 
N. D.; and Pension Plans-State Bankers 
Association by the chairman, M. A. 
Graettinger, executive vice-president, 
Illinois Bankers Association, Chicago. 
Mario Chamlee, Metropolitan opera 
star, will sing at the inaugural cere- 
mony for new officers which will be held 
Thursday evening, November 17. 


BANK CREDIT IS NOT MONEY 


The government should and does 
control the issuance of money. But 
money and bank credit are two differ- 
ent things and there is no reason why 
a government should control the issu- 
ance of credit, and every reason why it 
should not. 

“Money performs two functions, it 
measures prices and it effects ex- 
changes. The money that government 
issues performs both, but its price 
measuring function is infinitely more 
important than is its function as a 
medium of exchange. It is its price 
measuring function that makes _ its 
issue a monopoly of government, and 
it is in fact the only money that there 
is. Bank checks are merely the equiva- 
lent of promises to pay money, and as 
such they function as a medium of ex- 
change. They cannot measure prices; 
they are themselves measured by the 
money unit. Therefore, a bank cannot 
create money. 

“Nor can a bank create credit that 
it does not possess. What a bank does 
is to actualize such potential credit as 
it does possess. Bank deposits are po- 
tential credit. A bank can lend the 
deposits which it has acquired, and it 
can lend them only to the point where 
its reserves reach the legal minimum 
ratio to deposits. A bank can actualize 
the credit potential, i. e., deposits, that 
it possesses and it can lend no more. 
It creates nothing. 

“A bank’s deposits are created by 
business operations or capital not 
actually spent for goods, or services. In 
other words, business creates bank 
credit, not the bank. 

“The reason why government should 
not control the extension of credit is 
that credit is something that has to be 
individually earned; a man’s credit 1s 
personal to himself and varies with the 
man. Government is incapable of the 
discrimination that is absolutely essen- 
tial to the extending of bank credit.”"— 
Wall Street Journal. 
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Eighty years of banking nreghess 


Corn Exchange National Bank and Trust Company 
of Philadelphia reaches important 
milestone in its history 


EGINNING its banking career in a 

very modest way, what is now the 

Corn Exchange National Bank 
and Trust Company was organized on 
August 28, 1858, as a state institution 
with a paid-in capital of $130,000. How 
the bank has grown in the first eighty 
years of its history may be seen from 
figures presented below. 

As a part of this history, the necessity 

for enlarged quarters affords striking 
evidence. The first location. was in the 
hall of the Corn Exchange, where the 
bank began business with a staff of only 
five clerks. This place was occupied 
until January 1, 1859, when space was 
acquired in a building at the corner of 
Second and Chestnut streets, at a 
rental of $2,500 a year. This building The old Corn Exchange in which 
was purchased and thoroughly re- the bank began business in 1858. 
modeled in 1866, the bank having en- 
tered the National Banking System two office, the bank now has ten branches 
years earlier. But before long, the conveniently located throughout the 
growth of the bank had made this build- city. 
ing inadequate, and in July, 1900, the Not only did the bank need more 
original structure was torn down and _ space to meet its increasing business, 
additional properties bought at 49 and but additions to capital were also re- 
51 South Second street, where a modern quired. Starting with a paid-in capital 
Colonial type building was erected. By of $130,000, this amount was increased 
May, 1903, more space was needed to to $500,000 in 1864, to $1,000,000 in 
meet the bank’s growth, and in May, 1909, to $2,000,000 in 1919, to $2,200,- 
1903, another addition was made, and 000 in 1922, to $2,700,000 in 1926, to 
in March, 1911, the purchase of 123 $3,033,333 in 1928, and to $4,550,000 
and 125 Chestnut street afforded the on January 8, 1928. 
opportunity of adding a modern four- From the frequent increases of space 
story building. In addition to this main and the additions to capital, the evi- 


CONDENSED STORY OF THE BANK’s GROWTH 

Capital Surplus Deposits 

1858 opbinitei nies dbaiehabincaiacimaiaiia ted $ 131,695 $ 250,105 
1871 1,387,000 
1887 1,973,000 
10,168,000 

20,697,000 

31,904,117 

4,550,000 9,137,148 102,679,000 
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dences of the growth of the bank readily : 


appear. But the reasons for this con- 
stant expansion are yet to be disclosed. 
They undoubtedly are explained, prim- 
arily, by the growth of Philadelphia 
itself, for the city has, in the course of 
the eighty years since the bank was 
founded, grown immensely in popula- 
tion, manufacturing, and in business 
activities generally. Another reason for 
the bank’s growth is found in the sound 
principles on which it was established 
and which have steadily guided its 
policies. The Corn Exchange was also 
fortunate in its officers and directors. 
The distinguished men who have been 
at the head of the bank as president in- 
clude A. G. Cattell (1858-71); J. Dell 
Noblit, Jr. (1871-77) ; William Johnson 
(1877); Wilson H. Catherwood (1877- 
88); J. Wesley Supplee (1888-1900) ; 
Benjamin Githens (1900-10); Charles 
S. Calwell (1910-32), and Paul Thomp- 
son, president since 1932. 

During its career the bank has ab- 
sorbed the Rittenhouse Trust Company, 
in 1922, the Third National Bank in 
1926, and the Oxford Bank and Trust 
Company in 1928. 


Although, as already 
progress of the bank has been due, in 
large measure, to the growth of the 


stated, the 


PAUL THOMPSON 


President, Corn Exchange National 
Bank & Trust Co., Philadelphia, Pa. 


city, to its sound policies and the abil- 
ity of its executives, fundamentally its 
prosperity has developed out of the 
sound and helpful service rendered to 
its own community, and to a much 
wider circle. 


This building, erected in 1911, is the bank’s present main office. 
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FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY 


THE WAR SCARE IN EUROPE 


OMINATING the situation in Eu- 
rope in recent weeks, and extend- 
ing its repercussions around the 

world, has been the threat of a war 
between Germany and Czechoslovakia, 
with a possible spread to other coun- 
tries. About the middle of last month 
actual hostilities between rival groups 
in the latter country did take place. 
Following a speech made on September 
12 by the German Chancellor, the situa- 
tion became more acute, and three days 
later it became so threatening that the 
British Prime Minister took the un- 
precedented step of going to Germany 
for a personal conference with the 
German Chancellor in a final effort to 
avoid war. Whether his visit will be 
successful in postponing a conflict, tem- 
porarily or permanently, had not been 
determined at the time this was written. 
But the visit, in itself, is generally re- 
garded as a triumph for Germany, since 
it was made at the request of the British 
Cabinet. 

The threat of war has resulted in a 
wide hoarding of gold in Europe, and 
the flight of large amounts of the metal 
to New York. Sterling was strongly 
affected, falling as low at one time as 
$4.79 11/16, but later showing a slight 
recovery. Stock exchanges in the lead- 
ing European financial centers and in 
New York have also felt the shock of 
the war threat. 


~~ 


Business in Britain 


Propt CTION in some important lines 
fives evidences of slackening, a sharp 
decline in iron and sheet output having 


recently taken place. Some reduction 
in employment is also reported. British 
exports (January-June 1938) have de- 
clined as compared with the same pe- 
ried of 1937, but imports also fell off. 
But, as affecting these indications of 
a decline in British industry, some 
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figures compiled by The Economist 
show that leading corporations have 
lately been making substantial profits. 
Thus, up to June 30, 1938, taking the 
year 1928 as a base, profits of these 
corporations have advanced from 102 
in 1929 to 106 in 1930, thereafter go- 
ing below 100 for each year thereafter 
until 1937, when they rose to 108 and 
reached 122 in 1938. And the ratio 
of profits on capital, which was 10.6 
in 1930, fell below 10 per cent. until 
1937 (as low as 5.4 per cent. in 1932) 
was again back to 10.6 per cent.—the 
1930 figure—and went to 11.9 per cent. 
in 1938. Commenting on these figures, 
the Westminster Bank Review says that 
they are rather misleading, as the ratios 
are necessarily those of profits in rela- 
tion to nominal capital, which may 
differ considerably from the actual 
capital invested. 

The Economist of a late date finds 
that official returns of Britain’s over- 
seas trading in recent months have not 
made pleasant reading, furnishing a 
reminder of the steady decline in Brit- 
ain’s commercial intercourse with the 
rest of the world. 


~ 


Importance of International Trade 


Discussinc the business outlook in its 
issue of August 20, The Statist calls at- 
tention to. the importance of foreign 
trade, as follows: 

“The events of the past six months 
have demonstrated anew the real in- 
dependence of the world upon interna- 
tional trade for prosperity. The specu- 
lator, whose activities did so much to 
force up commodity prices to uneco- 
nomic heights at the peak of the boom, 
has been forced ruefully to conclude 
that rearmament demand is but a frac- 
tion of the total and.jin no sense can 
sustain the demand for raw materials 
at any very high level. The falls on 
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The Bank of the Philippine Islands 


ESTABLISHED 1851 


CAPITAL 
Authorized P10,000,000.00 
Fully Paid P6,750,000.00 

(US$1.00=P2.00) 


CABLE ADDRESS: BANCO 


HEAD OFFICE: MANILA 


BRANCHES 
Cebu, Iloilo, Zamboanga 


EIGHTY YBARS 
and more of experience and familiarity with local business conditions have placed our organization in as 
exceptionally favorable position to undertake commercial banking, fiduciary and trustee business of every 
description in a country which, like the Philippines, is developing rapidly and offers considerable oppor- 


tunities to the foreign importer, merchant and investor. 
We solicit the agency and collection business of foreign Banks. Inquiries and correspondence invited. 


the Berlin Bourse have finally justified 
the belief that internal relation, even 
when carried to the totalitarian extreme, 
is no substitute for a soundly balanced 
economy deriving the maximum bene- 
fit from International specialization, 
while it is plain that even in coun- 
tries like Britain, France and_ the 
United States increased reliance on 
domestic activity cannot compensate 
to any great extent for the failure 
to codperate in the _ international 
sphere. The implicit recognition of 
this fact is to be found in the reliance 
placed by the governments of most 
countries at the moment in an autumn 
recovery in the United States to deliver 
them from the gravest embarrassments ; 
in other words, in the consuming power 
of American industry, which normally 
takes 40 per cent. of the world’s raw 
materials and thereby maintains, in 
concert with Britain and,.to a lesser 
extent, with other creditor and indus- 
trialized countries, the purchasing 
power of the primary producers.” 

And the Monthly Review of Barclays 
Bank Limited thus points out the sub- 
stantial identity between domestic and 
foreign trade: 

“Fundamentally, the principles gov- 
erning international trade are the same 
as those governing home trade, the un- 
derlying motive being an exchange of 
goods and services to the mutual bene- 
fit of the participants. In many in- 
stances, the exchange is the result of 
an absolute advantage possesed by the 
exporting country .over the importing 


country in the production of the com- 
modity in question. In others, the rea- 
son for the flow of goods is less ap- 
parent, but it is probably explained by 
the working out in practice of the eco- 
nomic doctrine of comparative cost, the 
effect of which may be seen in the im- 
port by certain countries of goods which 
they are well able to produce them- 
selves. It is trade of the latter kind 
which will generally feel the major ef- 
fects of endeavors of countries to in- 
crease their self-sufficiency, for a policy 
of economic nationalism is the direct 
antithesis of international trade con- 
ducted on the basis of comparative 


cost.” 
—_ 


Bank Credit and the Recession 
Lack of bank credit is being charged 


with responsibility for the recession, in 
England as in the United States. Com- 
menting on certain inflationary pro- 
posals, The Statist points out that there 
is not in the London clearing banks 
any such reserve excess as exists in the 
United States. This ratio, in the case 
of the London clearing banks, has re- 
mained close to 10 per cent. for some 
time, while the ratio of quick assets to 
deposits has not always been as high 
as the 30 per cent. considered as being 
desirable. : 

Somewhat related to this subject 1s 
the following from an article by Arthur 
Barber, appearing in the Manchester 
Guardian Commercial: 

“In the five years of trade recovery 


a6 THE BANKERS MAGAZINE for October, 1988 


ee os ca 


— ne Ue ee eee a ee 





Christiania Bank og Kreditkasse 


Oslo, Norway 


Founded 1848. Telegraphic address: Kreditkassen 


First established Paid up capital 
private bank in BANKING BUSINESS oF EVERY and reserve funds 


Norway DESCRIPTION TRANSACTED Kr. 40,000,000 


New York Agents: 


The National City Bank, Guaranty Trust Company, Irving Trust Company and 
The Chase National Bank 


up to the end of 1937, total gold re- forces in a move to develop a closer 
sources in the hands of the monetary business and financial relationship be- 
authorities have been enlarged by about tween the United States and The Neth- 
£500,000,000 expressed in the present erlands, with the completion of or- 
sterling price of gold, and of this, ganization of The Holland House Cor- 
£275,000,000, valued still at old gold poration of The Netherlands. 
parity, forms part of the cash base. At Holland House will serve as a clear- 
this low valuation, which ignores a_ ing house for trade and financial trans- 
fall in sterling of 39.4 per cent., and actions between the two countries, pro- 
allowing, too, for a reduction of £60,- viding a focal point, heretofore lack- 
000,000 of the fiduciary issue since ing, for the establishment of contacts 
December, 1936, both of which factors and for initiating and carrying on ne- 
are deflationary in effect, there has been gotiations. It will function as a non- 
an increase in currency of £109,000,000 profit institution. Temporary quarters 
up to £480,000,000 (at the end of May have been opened in the International 
last) since the 1933 average of £371,- Building, Rockefeller Center, New 
000,000. Yet the credit base of the York, pending completion of plans for 
clearing banks rose by only £30,000,- a permanent home. Offices also will be 
000, for £212,000,000 was the 1933 opened in Amsterdam. 
average and £244,000,000 was the Fenton B. Turck, Jr., vice-president 
weekly average for last March. We of the American Radiator and Stand- 
must turn to the multiple figures of the ard Sanitary Corporation, has been 
volume of bank credit to find an ex- elected president of Holland House 
pansion comparable with the increase Corporation. He will function as ad- 
in legal tender. ministrator of Holland House without 
“It is probable that not only for salary, retaining his executive post with 
hoarding purposes but in other ways, American Radiator. 
additional uses for legal tender have Among the directors are: Winthrop 
developed outside the banking system. W. Aldrich, chairman of Chase Na- 
We may cite among these possibilities tional Bank of New York; O. L. Alex- 
an increasing total of wages paid to ander, chairman, American Enka Cor- 
rearmament workers, while on the other poration; Henry L. Doherty, president, 
hand, the fall in wholesale prices dur- Cities Service Co.; G. A. Dunlop, man- 
ing the last twelve months may have aging director, Netherlands Indies Com- 
been a moderating influence upon bank mercial Bank; W. S. Farish, president, 
figures. Standard Oil Company (New Jersey) ; 
For Cl eu ; ; H. R. Jolles, vice-president, Brown 
T Closer Trade Relations With the Harriman & Co., Inc.; Howard C. Shep- 
Netherlands ard, vice-president, National City Bank 
LEADING Dutch and American commer- of New York; Robert Stanley, presi- 
cial and banking interests are joining dent, International Nickel Co. of Can- 
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Always a sound 
investment LEARNING 
ANOTHER LANGUAGE 


The Berlitz Method, starting with con- 
versation from your first lesson, gives 
you a working knowledge of your new 
language in the shortest possible time. 
You learn to speak, read and write like 
a native. 


Commercial courses for advanced stu- 
dents. Private or class instruction. Day 
or evening. Native teachers. Send for 
catalog. 


Free Demonstration Lesson 


BERLIT SCHOOL OF 


LANGUAGES 


New Yorx 630 Fifth Ave. CIrcle 6-1416 
International Bldg., Rockefeller Center 
Brooxtyn....1 DeKalb Ave. TRiangle 5-2123 
BALTIMORE. Baltimore Life Building 
30 North Michigan Avenue 

der Building 

Detroit David Whitney Building 
PHILADELPHIA S. 15th Street 
PITTsBURGH Grant Building 
WASHINGTON 1115 Connecticut Avenue 


ada, Ltd.; G. S. Walden, chairman, 
Socony-Vacuum Oil Company; Thomas 
J. Watson, president, International 
Business Machines Corporation; and 
R. G. A. van der Woude, president, 
Shell Union Oil Corporation. 


_— 


General Conditions 


DENMARK reports an increase in the 
value of agricultural exports, and a 
decrease in the value of raw materials 
employed in that industry. 


FRANCE has had to abandon the forty- 
hour week, owing to the urgency of in- 
creased production to meet the require- 
ment of national defense and to pro- 
tect the exchange value of the franc. 


GERMANY has lately experienced a 
slump on the Berlin Bourse, which in 
some quarters is interpreted as the 
sign of a coming recession. 


ARGENTINA had an unfavorable trade 
balance for the first seven months of 


the year amounting to M$N41,509,000, 
To guard against a further addition 
to the adverse balance, a_ smaller 
amount of official exchange is being 
granted. 


SWITZERLAND was able during the early 
part of the year to show strong re- 
sistance to the depression affecting 
many other countries, but lately has 
experienced some decline in activity. 
For the first six months of 1938 ex- 
ports were higher by 39,500,000 francs 
than for the first half of 1937, while 
imports were down by 148,300,000 
francs. There has been but little capi- 
tal flight from Switzerland. 


~ 


BANK OF ScoTLaANnD.—John Whitelaw 
Johnston has retired from the London 
management of the bank after long and 
distinguished service and Alexander 
Ballingall, assistant manager, has been 
appointed his successor. David Palmer 
Petrie, head of the Securities Depart- 
ment at London, succeeds Mr. Bal- 
lingall as Assistant Manager. 


© 


UNIQUE PROFESSION 


“Wanted—a bank-note designer,” 
read a footnote in the Civil Service 
Commission’s “help-wanted” bulletin. 
An Associated Press reporter, thinking 
the item might have some relation to 
the current pump-priming activities, 
dashed down to the Treasury office, but 
was told they had plenty of bills. 

Our reporter then paid a call to the 
Bureau of Engraving and Printing, 
which, it seems was looking for a 
bank-note designer, though not because 
of any proposed flood of money. 

“We're just filling out the staff,” said 
Director Alvin W. Hall. “Bank-note 
designing is very specialized work.” 

A check-up showed that the director 
was right. Most of the folks who have 
done any bank-note designing are either 
there in the bureau or in the Federal 
penitentiaries. 
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for the Banker 
who wants Information 


on CANADA... 


the Bank of Montreal possesses— through its nation- 
wide system of branches — unexcelled sources for 
obtaining data on all phases of Canadian business life. 
Enquiries are invited, and may be addressed 
to the Business Development Department, 
at the Head Office of the Bank in Mon- 
treal, or to any of the United States offices. 


BANK OF MONTREAL 


Established 1817 


NEW YORK: 64 Wall St. — CHICAGO: 27 South La Salle Sr. 
SAN FRANCISCO: Bank of Montreal (San Francisco) 333 California St. 


Current conditions in Canada 


HE Monthly Letter of the Bank of 

Montreal dated September 21, 1938, 

comments as follows on the Ca- 
nadian situation: 

“The advent of autumn finds no 
marked alteration in current business 
from recent months, but the outlook re- 
mains clouded by the gravity of condi- 
tions in Europe. Of major importance 
has been the successful garnering in the 
Prairie Provinces of the largest wheat 
crop since 1932. This western crop is 
of good grade and is officially estimated 
at 334,000,000 bushels, each of the three 
provinces increasing its production as 
compared with last year—Alberta from 
74,000,000 bushels to 141,000,000; Sas- 
katchewan from 37,000,000 to 143,000,- 
000 and Manitoba from 48,000,000 to 
50,000,000. This yield, more than 
double the final figure for last year’s 
crop, combined with a guaranteed price 
by the Dominion Government, has lent 
prompt stimulus to business throughout 
the country. In all the other provinces 
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there have been good crops of the main 
staples and there is every indication 
that, taking Canada as a whole, rural 
purchasing power will be substantially 
higher with better distribution than last 
year. The effect of the improvement in 
the fortunes of a large body of prairie 
farmers is already making itself felt in 
an increased movement of merchandise 
to the West. Commencement of grain 
shipments has contributed to an im- 
provement in railway car-loadings, and 
gross revenues have risen in an encour- 
aging degree. 

“In the industrial field, gains have 
been about balanced by recessions. A 
feature of the month that may have an 
important bearing on future activity in 
certain lines is the preparation, under 
arrangements by the British Govern- 
ment, for the development of an exten- 
sive bomber-aircraft industry. The ar- 
rangements have been well advanced 
with the completion of an organization, 


the board of which will be linked with 
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the British Air Ministry by a small 
committee of leading business men. Two 
large assembling plants are contem- 
plated, one in the neighborhood of 
Montreal and another near Toronto. 
Contracts for smaller planes are pro- 
posed to be placed with certain firms 
in Western Canada. 

“The outputs of iron and steel, which 
were in August 49,447 and 82,781 tons 
respectively, being slightly down from 
the July figures of 51,238 and 83,927 
tons, continue much below the figures 
for 1937. Automobile production has 
been in comparatively low figures pend- 
ing commencement of work on new 
models. New building construction, 
though at a low level, is being well 
maintained, the value of contracts 
placed in August, $22,113,000, being the 
best monthly record for the year; it 
compares with $21,158,000 in July and 
$24,830,000 in August, 1937. The tex- 
tile mills are operating considerably 
below capacity. August production of 
newsprint at 220,303 tons showed a gain 
over the July figure of 202,546 tons, but 
production once more exceeded ship- 
ments in volume. There has been an 
improved demand for woodpulp : and 
exports for August were 1,166,966 
ewts. as compared with 748,024 cwts. 
in July. Gold production continues to 
exceed all previous records. Exports 
of copper in August amounted to 464,- 
322 ewts., valued at $4,179,784 as com- 
pared with 398,206 cwts., valued at 
$5,248,576 in August, 1937, while the 
value of unmanufactured nickel, at $3,- 
967,955, showed a sharp drop, when 
compared with $5,914,020. the figure 
for August last year. The exports of 
asbestos for August were 12,759 tons 
as compared with 14,170 in July and 
16,800 tons in August, 1937. The pack- 
ing plants remain reasonably busy.” 

In the Monthly Commercial Letter of 
the Canadian Bank of Commerce for 
September, it is stated that industrial 
activity during August was slightly 
above that in July. “The upturn in the 
latter month was therefore continued, 
though in lesser degree, and it should 
be noted, also, that the improvement 
was mainly in that section of industry 
which is among the first to benefit from 


large crops, namely, consumption 
goods such as wearing apparel. It was 
not anticipated of course that the so- 
called heavy industries would imme- 
diately derive any new business from 
the welcome change in crop conditions 
in the Prairie Provinces, and it is there- 
fore not unexpected that some members 
of this group experienced a further re- 
cession, which may continue for an- 
other month or two, by which time the 
influences of improved agricultural 
returns and of definite arrangements 
for new armament orders should be felt. 

“An important development during 
the past month was the resumption of 
logging in some districts in British 
Columbia where widespread forest fires 
had caused complete suspension of this 
activity. Signs are apparent of a re- 
vival in other units of the forestry in- 
dustry, notably the manufacture of 
pulp, but the available supply of wood 
from last winter’s cut in Eastern 
Canada is so large as greatly to curtail 
the preparations for next season's 
logging operations. Recent helpful fac- 
tors in the lumber industry were the 
rise in new construction contracts 
awarded in July and August to a point 
close to the value in the like months of 
1937 ($43,000,000, as compared with 
$46,000,000 in July and August last 
year), and a quite considerable increase 
over both June of this year and July, 
1937, in exports of lumber from Brit- 
ish Columbia as recorded by the Pacific 
Coast Lumber Inspection Bureau. 

“Interest of course now centers upon 
the degree of recovery from the present 
economic recession which may be ex- 
pected from the comparatively high 
crop yields in the Prairie Provinces and 
in Central and sections of Eastern 
Canada. Only the most tentative esti- 
mates of farm income can be made 
until the crops are harvested and mar- 
ket conditions are clearer than at 
present.” 


ANNOUNCEMENT was made on Septem- 
ber 14 of the retirement of J. A. C. Os- 
borne as deputy-governor of the Bank 
of Canada, and the appointment of 
Donald Gordon, secretary of the bank, 
as his successor. 
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INVESTMENT and FINANCE 


Edited by OSCAR LASDON 


INTEREST RATES AND GOVERNMENT BONDS 


EAN JOHN T. MADDEN, of the 
New York University Institute of 
International Finance, has issued 

a comprehensive survey of interest rates 
and government bond prices. The 
study attributes the decline in interest 
rates of United States obligations to the 
easy money policy adoped by the Fed- 
eral Reserve authorities, as evidenced 
by the open market purchases of the 
Federal Reserve banks and by the 
passive attitude of the Reserve authori- 
ties toward the influx of gold up to the 
middle of 1936. Other factors, includ- 
ing the failure of the new capital mar- 
ket to revive, the shrinkage in the 
volume of security loans and the small 
demand by business for bank credit, are 
mentioned as contributing influences. 

According to the survey, the develop- 
ments in the government bond market 
during 1937-38 indicated clearly that, 
barring the outbreak of a large scale 
war, interest rates in the United States 
would rise materially only when and 
if a change occurs in the present credit 
policy of the Treasury and the Reserve 
authorities which exercise virtually 
complete control over the money mar- 
ket. 

Dean Madden further commented that 
the Treasury and the Board of Gov- 
ernors of the Federal Reserve System 
both have great powers over the money 
market and, acting in unison, they are 
in a position to maintain low interest 
rates or to bring about a considerable 
increase in the cost of credit. While 
it is impossible to predict definitely the 
policy of the monetary authorities, yet 
judging from statements and past ac- 
tions, it may be assumed that policies 
will be dictated primarily by business 
conditions and by the financial position 
of the government. Whether or not the 
money managers will again institute re- 
strictive credit measures once business 
conditions show a material improve- 
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ment—as they did in 1937—may de- 
pend on whether such recovery is accom- 
panied by an undue increase in inven- 
tories and by a material increase in 
prices of commodities and equities. 

“The government debt as a factor in 
the money market is of greater impor- 
tance today than at any time before,” 
states the bulletin, “because the gross 
interest-bearing public debt of the gov- 
ernment at the end of June, 1938, 
amounted to $36,576,000,000 as con- 
trasted with $15,922,000,000 on June 
30, 1930. During the next four years 
the government will be called upon to 
refund $10,868,000,000 of outstanding 
direct obligations. It is obvious, there- 
fore, that the government will endeavor 
to maintain low money rates. It has 
been estimated that if interest rates had 
remained unchanged since 1930, inter- 
est charges for the fiscal year ended 
June 30, 1938, would have amounted to 
over $1,500,000,000, or more than 60 
per cent. in excess of actual charges.” 

It may be noted, however, that the 
needs of the Treasury, do not preclude 
a tightening of credit by the monetary 
authorities if this should be deemed 
necessary, as was actually witnessed 
during 1936 and the early period of 
1937. But it is logical to assume that 
such a policy would be followed only 
when business conditions have ma- 
terially improved; the latter develop- 
ment, in turn, would involve an increase 
in revenues of the government and a 
decrease in the expenditures for re- 
covery and relief. The tightening of 
credit by the monetary authorities dur- 
ing 1936 and 1937 was carried out in 
a period when business conditions were 
active, when Federal revenues were 
steadily mounting, and when it ap- 
peared as if the government would 
really be in a position to balance the 
budget. 
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Dean Madden stated that the govern- 
ment policy of maintaining low interest 
rates is intended not only to aid busi- 
ness and to facilitate the financing and 
refunding operations of the Treasury 
but also to guard the financial institu- 
tions of the country against a precipi- 
tous or disorderly drop in the price of 
government securities and high grade 
bonds which would normally follow a 
sharp rise in interest rates. 

It may, therefore, be concluded that 
the government for the sake of business 
recovery and its own financing, as well 
as in the interest of the stability of the 
country’s financial institutions, is defi- 
nitely committed to the continuation of 
its present policy of low interest rates. 

Thus far the huge Federal budgetary 
deficits have not impaired the credit of 
the government nor has the debt serv- 
ice become too burdensome when com- 
pared with total revenues. It is ob- 
vious, however, that sooner or later a 
halt must be called to the practice of 
continuous large deficits. The co-exist- 
ence of large deficits and of excess re- 
serve balances constitutes a real in- 
flationary menace which has _ been 
clearly recognized by the Board of 
Governors of the Federal Reserve Sys- 
tem. Thus at a meeting held by the 
Federal Open Market Committee on 
January 21, 1936, the following resolu- 
tion was adopted: “The Committee 
recognizes that the risks of action are 
somewhat increased by the present 
budgetary situation but it recogizes also 
that the longer action is delayed, the 
greater are the dangers resulting from 
the combination of inordinately large 
excess reserves and an_ unbalanced 
budgetary situation and the greater will 
be the difficulty of taking remedial ac- 
tion.” If this was the case in the early 
part of 1936, it certainly is the case 
today, for in the meantine the public 
debt of the government has continued 
to mount and the country is further re- 
moved today from a balanced budget 
than it was early in 1936. 

The adoption of a balanced budget 
would not only eliminate the dangers 
of eventual inflation but would also 
remove at least in part the apprehen- 
sions that now exist that restrictive 


credit measures may have to be taken 
by the Reserve authorities. 


—_ 


Capital Market Investigation 


As the result of a request by the In- 
vestment Bankers Association of Amer- 
ica, the Brookings Institution is cur- 
rently engaged in a survey of the 
American capital market. Among the 
main phases of this investigation are: 
1—The Securities Act of 1933 

2—Present costs of underwriting under the 

Securities Act of 1935 
3—The problem of security distribution 
4—The adequacy of present underwriting 

capital 
5—Miscellaneous data relative to monetary 
policy, new issue pricing by  under- 
writers, elimination of tax exempt se- 
curities, the Public Utility Holding 

Company Act, ete. 

A questionnaire, mailed to security 
dealers and underwriting houses, asks 
for detailed information regarding 
present day underwriting and distribut- 
ing practices. The final report of the 
Brookings Institution should be of great 
practical value to the financial com- 
munity. It should furnish a factual 
basis for possible improvement of exist- 
ing methods and regulations. 


~~ 


Serial Loans 


SINCE the early "Twenties, the declining 
volume of business loans has _necessi- 
tated revision of the principles of com- 
mercial bank operation. Lack of suf- 
ficient earning assets has forced bank- 
ing institutions to extend credit through 
the security markets and they have as- 
sumed long-term, permanent capital 
commitments in large amount. A rela- 
tively recent development has been the 
“serial loan” accommodation, which 
has been rapidly gaining favor with 
large city banks. 

Many large corporations have already 
utilized this method of financing. In 
some cases, such accommodations have 
merely served as “stop-gaps” until such 
time as bond market conditions per- 
mitted the flotation of long-term obli- 
gations. In other instances, it has 
directly supplanted capital market 
financing. 

These serial loans are repaid in in- 
stalments and, under present practices, 
have varying maximum maturities. 
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Some loans are totally repaid within 
three years; others are finally liqui- 
dated from five to ten years after the 
initial credit. The purpose of the ac- 
commodation may also vary; it may be 
for working capital or expansion pur- 
poses, or both. 

Protection is afforded the 
through three main devices. 
1—A stipulation restricting or prohibiting 

future pledging of the borrowing corpo- 

ration’s assets during the term of the 

Joan. 

2—A definite schedule of repayments 
throughout the life of the loan. 

3—A provision whereby impairment of the 
borrower’s working capital position 
would invalidate the loan agreement. 
Here, such protection consists of fixing 
a minimum ratio of current assets to 
current liabilities and, in addition, re- 
quiring the debtor to maintain a work- 
ing capital surplus of predetermined 
proportions. 

Credit accommodations — granted 
through the medium of serial loans are 
similar, in many respects, to the pur- 
chase of short-term corporate issues for 
the bank’s bond portfolio. While the 
former method is more direct, and is 
more closely under the control and 
supervision of the actual lender, smaller 
banks are unable to participate. This 
is due to the limited resources of these 
banks and the relatively large require- 
ments of the borrowing corporations. 

Through the use of the serial loan, 
commercial banking institutions are de- 
priving investment banking houses of a 
certain amount of business. But while 
the former are benefitting from competi- 
tion in this particular instance, life in- 
surance companies are following their 
example and, through the serial loan, 
have succeeded in appropriating busi- 
ness which would ordinarily accrue to 
commercial banks. 


—_ 


New Financing 


banker 


Since August, large industrial corpora- 
tions have continued to make active use 
of the capital markets for financial ac- 
commodations. The Youngstown Sheet 
& Tube Company, one of the largest of 


recent’ borrowers, 


issued $30,000,000 


convertible debenture 4s, 1948 at 100 
to take up existing bank loans, add to 
working capital and construct new 
plant facilities. The Atlantic Refining 
Company authorized the sale of $25,- 
000,000 debenture 314s, 1953 at 99, to 
liquidate short-term loans and to in- 
crease cash funds. The Crucible Steel 
Corporation floated $10,000,000 sink- 
ing fund debentures 41s, 1948 at 991/, 
for similar purposes. 

In the public utility field, the Com- 
monwealth Edison Company of Chicago 
engaged in a huge refunding operation. 
$33,000,000 first mortgage 314s, 1968 
were offered at 10314 to take up a like 
amount of first mortgage higher coupon 
bonds. Over $39,000,000 convertible 
debenture 314s, 1958 were offered for 
subscription to stockholders and the 
proceeds were set aside to redeem sub- 
sidiary securities. Substantial interest 
savings were realized through these 
operations. The Gulf States Utilities 
Corporation sold $10,000,000 first and 
refunding mortgage 4s at 104. Also, 
Lone Star Gas Corporation sinking fund 
debentures 344s, 1935, in the amount 
of $20,000,000, were sold at 102 for 
working capital and refinancing pur- 
poses. 

It is noteworthy that over $30,000,- 
000 of the above funds were utilized 
for repayment of commercial banking 
credits and this fact partially accounts 
for the recent inability of member bank 
loan figures to expand along with the 
rise in business activity. 


—~ 


Canadian Gold 


COMMENTING on gold production in the 
Dominion, The Royal Bank of Canada 
says that it was in 1935 that gold pro- 
duction first amounted to 300,000 
ounces a month. In 1938 there has 
only been one month when gold out- 
put has been less than 350,000 ounces 
and in March it reached the high level 
of 375,000 ounces. If recent rates of 
increase are maintained, an output of 
400,000 ounces in a month will be 
achieved before the end of the year. 
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PUBLIC 


RELATIONS 


Edited by MALCOLM DAVIS 


Wages and advertising 


Advertising—its economic functions and its influence on social progress—is too little 


understood. 


A series of copyright articles has been prepared by the Advertising Federa- 


tion of America as a contribution to a better understanding of advertising’s place in our 


industrial economy. 
sumer or business man. 


HERE is a lot of advertising in this 

country and it has a definite pur- 

pose. It is there because somebody 
wants to sell us Jello, Ford automo- 
biles, Spearmint chewing gum, Pepso- 
dent toothpaste, Frigidaires, and Sun- 
kist oranges. We know that advertis- 
ing helps to sell these things and thou- 
sands of others, and we know that it 
provides a valuable information service 
to consumers. 

That much is plain, but did you ever 
stop to consider that advertising af- 
fects your personal income? No mat- 
ter what your occupation, the amount 
of your salary or wages is affected by 
the total volume of advertising on the 
part of all manufacturers and _store- 
keepers everywhere. This statement is 
worth examining. 

In this country, we produce and con- 
sume more than twice as much goods 
for every man, woman, and child as is 
produced and used in other principal 
countries of the world. Why is this? 
Not merely because we have vast 
natural resources. Not just because we 
are better at inventing and organizing. 
It is mostly because we all want so 
much to have the good things in life 
and because we have the individual am- 
bition and energy to get them. The 
purchasing power of American people 
is used all the time and it revolves 
very fast. 

This is where advertising comes in. 
It creates desires for new things and 
encourages ambition for higher stand- 
ards of living. Suggestions from ad- 
vertising are often responsible for the 
purchase of a new livingroom rug, an 
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The articles will be as interesting to bankers as to the average con- 
Here is the first in this series. 


automobile, better clothes, or a new 
kind of breakfast food. 

Millions of purchases are inspired 
by advertising. When the volume of 
buying is high, business is good and 
there are many jobs. It is not only 
the ability of consumers to buy goods 
but also their desire to buy that makes 
factories run at full speed. Advertis- 
ing is one of the greatest stimulators 
of buying desire that has ever been 
known. 

New industries depend on advertis- 
ing to get started. A factory is built 
to manufacture a clever electric razor. 
No one ever heard of such a thing be- 
fore. Hardly anybody wants to buy the 
device until the manufacturer explains 
its advantages in a national advertising 
campaign. Almost immediately, thou- 
sands of men buy these machines and 
the company increases production. The 
result is lots of new jobs for factory 
workers and traveling salesmen. 

Advertising has built many other new 
industries, big ones and little ones. 
Similarly, advertising has expanded 
countless old industries. Raw material 
and other related industries are directly 
benefited. In every case it means more 
employment, more wages. Our whole 
economic life is speeded up, the na- 
tional purchasing power is enlarged, 
and everybody’s income goes up. 

The merchandising force of adver- 
tising is very important among the 
various factors responsible for our hav- 
ing the highest wage level in the world, 
with a buying power nearly twice that 
in Great Britain, two and one-half times 
as great as in Germany, and more than 
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ten times as high as wages in Russia. 
In more ways than one, advertising 
gives a lift to the pay envelope. 


~~ 


The P. W. A. Encourages Tacoma 


Tue PuceT SouND NaTIONAL BANK OF 
Tacoma (Washington) has embarked 
on an advertising campaign based on 
a most distinctive theme—the fact that 
there will soon be many P. W. A. proj- 
ects going full blast in or near the city. 

In publishing these advertisements, 
the bank feels that it will help to raise 
the morale of Tacoma citizens, give 
them a more optimistic outlook, and 
thus aid in the stimulation of business. 

The P. W. A. has been viewed by 
bankers with a mixture of feeling, to 
put it mildly. Still, the fact remains 
that new construction makes jobs, 
thereby increases the amount of money 
spent in a certain area, and thus helps 
business. The bank, by pointing out 
the local value of these projects, will 
undoubtedly achieve its objective of 
bringing about a better state of mind 
in the community which it serves. 

The series is timely. The tone of the 
advertisements is constructive. The art 
work and layout is well done. The copy 
tells its story, yet is short. 

Typical of the series is the ad which 
tells about “McChord Field,” herewith 
illustrated. The figures used in the ad 
are supplied by the Tacoma Chamber 
of Commerce, as are all the figures 
used in the series. The sub-head “Busi- 
ness is Going To Be Good in Tacoma” 
is used as a sub-head in the companion 
advertisements as well. The last para- 
graph is also used in each ad; it reads, 
“The Puget Sound National Bank, 
in step with this progress, is serving 
an ever increasing number of indivi- 
duals, firms, and corporations.” 

Copy reads: 

The great army air development at Mc- 
Chord Field is going to bring expenditures 
of $4,241,500 for labor and materials. 

A large part of this enormous sum will 
filter through the channels of Tacoma’s 
commerce and industry. And when com- 
pleted one of the army’s greatest establish- 


ments will remain as a permanent com- 
munity asset. 


Subject matter for other advertise- 
ments in the campaign includes: 
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Business Is Gaing to 
Be Good in Tacoma 


"Tete grest army sir development at McCheod Fistd ie going 
to bring expenditures of $4,241,500 for labor and materials. 


A large part of this enormous sum will filter through .the 
channels of Tacoma's commerce and industry. And when 
completed one of the army's greatest establishments will remain 
as a permanent community asset. 


The Puget Sound National Bank, 
im step with this progress, is serving 


PUGET SOUND 
NATIONAL BANK 


OF TACOMA 
Corporation 


The unique theme of the new adver- 
tising campaign developed by the 
Puget Sound National Bank of Ta- 
coma is the betterment of local busi- 
ness which will come from P. W. A. 
projects in and about the city. The 
advertisement illustrated above is 
typical of the series. 


The $112,000 for the Hylebos Turn- 
ing Basin and Waterway—‘‘a much 
needed improvement which will help 
develop Tacoma industry and will add 
to Tacoma payrolls.” . . . 

The $3,200,000 for the Mud Moun- 
tain Dam—“this retarding basin will 
mean much in the future in preventing 
wasteful floods, thereby adding to the 
wealth of the fertile valleys which are 
close to Tacoma.” .. . 

The $6,000,000 for the Narrows 
Bridge—“and when the bridge is com- 
pleted Tacoma’s wholesalers and _ re- 
tailers will benefit from the great ex- 
tension of their trading area.” .. . 

The $4,239,240 for Fort Lewis— 
“every person in Tacoma will benefit 
directly or indirectly . . . because of 
the increased momentum given all 
types of business.” .. . 

The $366,089 for the Hylebos Bridge 
——‘“Tacoma’s general prosperity will be 
enhanced by this development.” 
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Well, it does look as though business 
was going to be good in Tacoma. 

A preview of the advertisements were 
sent to 1200 business leaders, the sets 
having been mailed to them in advance 
of the newspaper showing which has 
a run of six weeks. 


— 


For Rent 


Picture for yourself stacks and stacks 
of shining coins and bundles of crisp 
bills—and right in the middle of the 
enticing array is a sign that says, “For 
Rent.” There you have the illustra- 
tion of a recent ad published by the 
Iowa-Des Moines National Bank and 
Trust Company—a dramatic picturiza- 
tion of a fact ably supported by the 
text that follows: 

This Bank stands ready at all times to 
lend money for the development of busi- 
ness, industry and agriculture in this terri- 
tory and to meet the needs of responsible 
individuals. 

During the past year we have made avail- 
able to larger borrowing customers lines of 
credit totaling $13,282,000, Of this amount, 
$10,326,845 was used, These customers did 
not find it profitable to borrow all the 
money we were prepared to lend. 

In the same period loans to smaller bor- 
rowers have increased. During the past 12 
months we have lent an additional $7,724,- 
416 to firms and individuals other than 
those covered by credit lines. 

Borrowers have used our convenient, low- 
cost Time Payment loan plan for improv- 
ing and buying homes, for purchasing new 
ears, for financing home equipment and for 
other useful purposes. 

We have millions of dollars to lend. Re- 
sponsible firms and individuals are invited 
to use our complete loan service. 


~~ 


Bank Service Increases Profits 


RESUMING its series of monthly adver- 
tisements running in New York City 
newspapers and two national maga- 
zines, Bank of the Manhattan Company 
tells “How to Increase Profits With 
Bank Service.” 

The theme of the advertisement is 
established in the opening paragraph 
which reads, “Commercial banks are 
in business to help business. Their re- 
sources and services are used by busi- 
ness men to increase volume and profits 
and to operate more economically.” 

Six short paragraphs follow, each 
with an appropriate sub-head, and each 


relating, briefly, some of the ways in 
which the bank’s services has profited 
its customers. 

Profits were made through commer- 
cial loans, through commodity loans, 
by increased production due to new 
machinery which was supported by a 
loan, through credit information, 
through foreign exchange reports. The 
final paragraph, headed “An Invitation 
That May Profit You” says, “Outlined 
above are but a few of the services which 
this bank renders to enterprising men. 
You are invited to discuss with an of- 
ficer ways in which your business may 
be helped toward increased profits.” 

In a sense, this advertisement “hu- 
manizes” the bank by showing some of 
the things it really accomplished for 
its customers—and hence it does a good 
public relations job from an educa- 
tional standpoint. At the same time 
the exposition of its services has a keen 
sales edge, and by stressing the profit- 
able ways that banking services may 
be employed, the advertisement becomes 
a powerful invitation to business men 
who can use such services to do so. 


_ 


John Doe and His Money 


For the first time in years a mutual 
savings bank has used a full newspaper 
page to tell the story of mutual saving. 
This advertisement, with the above 
heading, recently appeared in the New 
York press over the signature of the 
Bowery Savings Bank. 

Here are a few of the interesting 
facts dramatized in this historical ad: 
—that more than 400,000 Bowery de- 
positors received, on June 30, quarterly 
dividends of almost two and a half mil- 
lion dollars; that the Bowery, in 1834, 
was helping folks save even before the 
Government issued its first postage 
stamp; that the original mutual savings 
idea belongs to Daniel (Robinson Cru- 
soe) Defoe in 1689, and was first put 
into practice about one hundred years 
later by a Scotch minister; that nearly 
every other person in New York has 
an account at some local mutual sav- 
ings bank; that in New York City, 92,- 
000 persons open new accounts in 
mutual savings banks every month; that 
there is a new depositor in the Bowery 
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for each minute and fifty seconds of 
every business day; that the Bowery’s 
first depositors were “plain people,” 
and the depositors today are still “aver- 
age citizens”; that since the Bowery 
first opened, more than two million 
people have opened accounts at the 
Bowery and have had their money earn 
$328,748,079 in interest; that “mutual” 
means that only depositors share in 
any profits; that state legislation sur- 
rounds savings bank investments with 
exacting legislation; that the bank adds 
to this a staff of investment analysts to 
further watch and safeguard depositor’s 
money. 

From this very brief recounting of 
the advertisement it may be seen that 
the bank paid thorough tribute to the 
history of mutual savings, its own his- 
tory and development, the mutual sav- 
ings idea, and to the depositors who 
have participated in it. 

In addition to the text, a table shows 
“How Dividends to Bowery Depositors 
Have Grown.” The main illustration, 
however, depicts the various classes of 
depositors and the amount of money 
each class has on deposit. The classes 
are housewives, business and _ profes- 
sional men, mechanical workers, white 
collar workers, and all others. The de- 
piction is accomplished by showing a 
row of figures, for each classification, 
standing above a row of dollar-sign 
symbols. Each figure represents 5000 
depositors, and each symbol represents 
ten million dollars in deposits and sur- 
plus. There are, for example, 100,000 
housewives having on deposit about 
$155,000,000. 


~~ 


That ‘‘California’’ Touch 


FRoM time to time we have taken pleas- 
ure in reproducing some of the adver- 
tising done by California Bank, leading 
exponent of modernism in layout, in 
copy—in fact, in the entire conception 
and presentation of ‘the idea to be 
served to the reading public. Note how 
the layout of the ad herewith illustrated 
catches the eye—how the heading stops 
the attention and directs it towards the 
copy—how the copy, with its unusual 
twist, winds up in a strong hook—how 
the bank’s 35th anniversary is brought 
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HOW YOU CAN 

TAKE THE “COST” OUT OF HOLOCAUST® 
Just tm case you migh! have a fire sometime, walk. 
don’ run. to the nearest office of Calitornia Bank and 
put ail your valuables in a sate deposit box. (P. S. 
‘Don? wait until after the fire—do tt wow!) 


(BE SURE YOU HAVE ADEQUATE FIRE INSURANCE) 


. SS eee 
OLD FASHIONED TYPE IN KRONOR OF Gon ver smmrxoat . 


MFMBER FEDERAL RESERVE SYSTEM AND FEDERAL DEerosit INSURANCE COPeORe™ + 


The modernistic touch is evident 
in all advertisements published by 
this bank. The one above com- 
bines a bright layout with a 
“stopper” heading and an inter- 
esting copy twist. Note how the 
fact of the bank’s anniversary 
has been worked in advantageously. 


in without interfering with the ad’s 
objective. 


~ 


Radio Used in Local Business Series 


Three times every week for the past 
seven months. The Citizens Bank of 
Clovis (New Mexico) has gone on the 
air over Clovis’ local station KICA. 
The program entitled “Builders of 
Clovis” devotes half of each broadcast 
to the history of some local business, 
its growth and contributions to the 
community, its services and facilities. 
The remainder of the continuity is de- 
voted to information about the bank 
and its services. 

The program has a three-fold pur- 
pose: it advertises the bank and its 
services; it advertises individual busi- 
ness concerns, thus making friends for 
the bank among local business owners 
and their employees; and it stimulates 
interest in the community’s businesses 
and resources. 

An interesting feature of the pro- 
gram’s promotion is an _ attractive 
folder placed on the desks of the ex- 
ecutives of the firms mentioned in the 
broadcasts. With the folder is a let- 
ter signed by the president of The Citi- 
zens Bank which reads: 

Inside this folder you'll find the copy ad- 
vertising you and your business that was 


broadcast over Radio Station KICA 
on— —. 
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This program was one of our series of 
Builders of Clovis presentation. 

The Citizens Bank of Clovis devoted this 
Radio time to you and your business be- 
cause we feel that both are an asset to the 
present and future of a Bigger and Better 
Clovis. 


—~ 


Candid 


BANK statements are getting clearer and 
clearer. Now comes the Citizens Na- 
tional Bank of Collingswood (N. J.) 
which presents under “Resources” not 
only the type of loans and the respec- 
tive amounts, but the number of loans 
in each classification. And under “Lia- 
bilities” it gives the number of check- 
ing accounts, number of savings ac- 
counts, of Christmas and Tax clubs, and 
of other time accounts. An interesting 
and helpful presentation. 
Quitting Worries 

Tus department delights in the way 
news items and anecdotes are developed 
into sales material by the editor of 
“Property,” external house organ of 


Fidelity Trust Company, Pittsburgh, 


Pa. Here’s one on worrying, from the 
September issue of this publication. 


An American in Bermuda last winter, 
rather inclined toward pessimism himself, 
watched with astonishment the constant 
cheerfulness of some Negro masons who 
were building a house near his hotel. Ap- 
proaching one of them, he politely but 
curiously asked what he was so happy 
about. Didn’t he have any worries? “No, 
suh,” laughed the mason, “I never worries 
about nothin’.””. The American persisted, 
“But surely there must be times when you 
worry about your job, for instance?” 

“No, suh!” the mason laughed again. 
“When I worries "bout mah job, I just 
quits it.” 

This obviously effective way of avoiding 
worry cannot be adopted by everyone in 
every worrisome circumstance. But there 
are situations when this simple, direct 
method can be wisely used. The details of 
investment management, for example, can 
be turned over to an organization properly 
equipped to handle them. Many a man, 
quit of the worries of this job, has found 
double profit: one, in greater concentration 
upon his own specialty; two, in the surer, 
steadier progress of his investment program. 


Public Invited to Open Meetings 
THoUusSANDs of Wisconsin people in and 
near five important Wisconsin cities 
were special guests of their banks at a 
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roving series of public meetings held 
on five consecutive evenings during the 
week of September 19. 

Each of the meetings featured John 
Carter, radio star and tenor of the 
Metropolitan Opera Association, and 
William A. Irwin of the American 
Bankers Association, guest speaker, 
Tickets were distributed to guests by 
the banks in the five cities. The meet- 
ings concluded the annual district 
meetings of the Wisconsin Bankers 
Association. 

And while we’re on the Wisconsin 
Bankers Association, we would like to 
mention a pamphlet recently published 
entitled “What Do We Get From Mem- 
bership In The W. B. A.?” The asso- 
ciation therein presents some typical 
questions and supplies the answers. By 
repeating the questions, all excellently 
answered, some idea of the value of 
state associations is readily gained. The 
questions were: Specifically, what has 
the Association done to help banks in- 
crease their earnings? . . . Can we get 
any help on tax problems? . . . Our 
officers have run up against a point of 
law in connection with a loan. What 
can the State Association do for us? 

. . Will you tell me how banks have 
benefitted from the Association’s legis- 
lative activities? This bank is 
located in a farming community. To 
what extent is the Association taking 
interest in Wisconsin agriculture? . . . 
We want to do something but cant 
afford a high priced service. What has 
the Association to offer? Our cashier 
has reported to the Board that the 
bank’s forms are out of date. Where 
can we get what we need? . What 
are these staff conferences I have been 
hearing about? . . What has the 
Association done with regard to bank 
protection? Our tellers want 
to study up on banking. Can you aid 
them in any way? . . The local 
high school has asked me to give a talk 
on banking. What material can you 
furnish? 

In answer to the final question as to 
what else the Wisconsin Bankers Ass0- 
ciation does for its members, the 
pamphlet states, “The Association holds 
an annual conference, a mid-winter 
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banking conference, and a business con- 
ference at the State University. It aids 
in arrangements for meetings of the 
seven groups and administers the affairs 
of the Wisconsin State Chapter, A. I. B. 
This year county associations will re- 
ceive added attention. The central 
office publishes a variety of bulletins 
and other literature, and conducts a 
voluminous correspondence on all sorts 
of matters with its member banks. The 
Association will soon offer the facilities 
of a conference room at headquarters 
for the accommodation of the Execu- 
tive Council, committees, and visiting 
bankers. 


Notes and News 


“Over The President’s Desk” is the 
name of a small but interesting four 
page magazine sent monthly to the cus- 
tomers of the Madison-Crawford Na- 
tional Bank, Chicago, Ill. A compara- 
tively new feature of the publication is 
its use of stories about local industries 
—some Chicago concern is briefly, yet 
thoroughly played up in each issue. 
The bank sends copies of the magazine 
to employees of the firms so treated. 


Seventy-three Years Old—is the First 
National Bank, Atlanta, Ga., and to 
celebrate that fact the bank published 
an ad telling about it. The ad didn’t 
tell much about the bank’s history. 
Quite refreshingly, it said: 

For the extraordinary measure of public 
confidence and good will which it has en- 
joyed from 1865 until now—for every op- 
portunity of service, great or small, ac- 
corded it by its valued patrons of genera- 
tions gone . by the hundred thousand 
more who utilize its facilities today 
by the ever increasing numbers of new 
friends whom it will welcome tomorrow— 
The First National Bank on this, its 73rd 
anniversary, gratefully acknowledges its 
sincere appreciation. 

The First National Bank is here to serve. 
Let it serve you. Begin now to share the 
definite advantage, prestige and satisfaction 
found by so many others in their pleasing 


relationship with this sound, friendly 73- 
year-old bank. 


Last month The Bank For Savings 


(New York) conducted its annual 
flower show composed of two hundred 
and seventy exhibits displayed by mem- 
bers of its staff, with fifty additional 
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displays shown at the bank’s uptown 
office. This was the bank’s ninth flower 
show. Awards were made in fifty-six 
different classifications. The exhibitor 
receiving the greatest number of points 


was Adolph Abresch, of Tenafly, N. J. 


“Modern Magic”—the magic of elec- 
tricity—“makes jobs for 5900 Milwau- 
keeans,” according to a recent ad by 
the First Wisconsin National Bank of 
Milwaukee. The ad brings out the fact 
that the manufacture of Milwaukee’s 
electrical machinery, apparatus and 
supplies is one of the city’s ten domi- 
nant industries, producing goods each 
year valued at more than $23,000,000. 
And 15 of the 22 electrical manufac- 
turers bank at the First Wisconsin. 


“Today We Are 66” proclaims an ad 
published by the Northwestern National 
Bank and Trust Company, Minneapolis, 
Minn., and which appeared in three 
Minneapolis newspapers. Built around 
two statements, one as of September 7, 
1872, the other as of September 6, 1938, 
the ad further dramatized the bank’s 
growth by picturing the bank’s first 
quarters as compared with its present 
building, the “newest and largest office 
building in the great Northwest.” Copy 
presents a very brief story of the open- 
ing of the bank. 


The editors of Bank-Ad Views (a 
monthly review of bank advertising) 
have awarded Honorable Mention in 
their annual advertising contest to The 
American National Bank, Nashville, 
Tenn. C. H. Wetterau, vice-president, 
is in charge of the bank’s advertising. 


Visualize a young housewife standing 
before a desk whose draws are pulled 
out, their contents completely dis- 
arrayed; beside her, scratching his 
head is her husband—thus the illus- 
tration of a safe deposit ad by Fidelity 
Union Trust Company, Newark, N. J. 
Heading reads, “Oh, Dear! I Must 
Have Thrown Them Out . when 
I cleaned the desk.” 


The East Hampton (Conn.) branch 
of the Hartford-Connecticut Trust Com- 
pany has sponsored a guessing contest 
in connection with an exhibit of the 
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products made by the Gong Bell Manu- 
facturing Company and the Bevin & 
Wilcox Line Co. A large glass jar 
was filled with bells of various sizes; 


visitors to the exhibit were permitted 
one guess as to their number; the one 
who guessed closest to the correct num- 
ber was awarded $5. 


Who’s who in bank public relations 


E suspect that Albert E. Felsted 

has a full share of Viking blood 

in his veins—at least, he re- 
sembles a Norseman, and he certainly 
is a Minnesotan. 

From Winona, his home town, Mr. 
Felsted went to Saint Paul and there 
attended the public schools. Since then 
he has spent most of his time right in 
Saint Paul except for a comparatively 
short period (1914-1916) when he 


worked in Minneapolis as designer for 


the interior furnishing firm of John S. 
Bradstreet & Co. 
But in 1916, Mr. Felsted was back 


in Saint Paul, this time as advertising 
salesman and promotional copy-writer 
for the Saint Paul Dispatch-Pioneer 
Press. 

He stayed with the paper until 1919, 
at which time he was appointed adver- 
tising manager and house organ editor 
for Irvin & Beard, wholesale optical 
house. In this capacity, he promoted 
the sale of optical supplies for nearly 
two years. 

In 1921, Mr. Felsted became asso- 
ciated with The First National Bank 
of Saint Paul as manager of the bank’s 
advertising department, and has con- 
tinued at this post since that time. 

Mr. Felsted, a bachelor, lives at 1996 
Carroll Avenue (Saint Paul, of course) 
and perhaps it is just as well that he 
remained single for otherwise he prob- 
ably wouldn't have the time to indulge 
in the two hobbies to which he is de- 
voted——landscape sketching and_pho- 
tography. 

Apparently, Minneapolis and Saint 
Paul can bury the hatchet (in the 
ground) on some points, for there is a 
Twin City Miniature Camera Society, 
and Mr. Felsted is vice-president of it. 
Moreover, he is a member of the Saint 
Paul Athletic Club, and treasurer of 
the Advertising Club of Saint Paul. 


ALBERT E. FELSTED 


Manager, Advertising Department, 
The First National Bank of Saint 
Paul, Minn., and a Director of the 
Financial Advertisers Association. 


His interest in community affairs is 
demonstrated further by the fact that 
he was chairman of the Publicity Com- 
mittee for the 1937 A. I. B. convention 
in Saint Paul; that he is a member of 
the Publicity Committee of the Science 
Museum, Saint Paul Institute. And in 
addition he has, for the past two years, 
served as Radio Chairman of the Saint 
Paul Community Chest Campaign. 

Our informant neglected to report on 
Mr. Felsted’s favorite sports, but per- 
haps we may hazard the guess that they 
are landscape sketching and _ pho- 
tography. 

Nor do we know where he goes dur- 
ing vacation time. But we'll hazard 
another guess. He probably goes 
wherever (yes, you're quite right!) 
the landscape sketching and photogra- 
phy are a little more than superb. 
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BOOKS for BANKERS 


Tue BANKING Crisis AND RECOVERY 
UnpDER THE ROOSEVELT ADMINISTRA- 
tion. By J. F. T. O'Connor. Chicago: 
Callaghan and Company. 1938. Pp. 
VIII-167. 


Tuts book by the former Comptroller 
of the Currency gives what might well 
be called a play-by-play description of 
the Federal Government’s battle with 
the banking crisis. In an impartial 
way Mr. O'Connor records the causes, 
events, and ultimate results of the na- 
tion’s most trying financial period as 
they were observed by his office. 

The underlying cause of the bank 
difficulties was, of course, the collapse 
of 1929, says Mr. O’Connor. The 
banks, being bound up with the busi- 
ness life of the country, were drawn 
into the optimistic “new era” of 1929 
and like the rest of us suffered the re- 
sults later. They were desirous of par- 
ticipating in the profitable investment 
ventures being indulged in by their de- 
positors at the time. Many bank di- 
rectors were also corporation directors 
and many directors borrowed heavily 
from their own or other banks to pur- 
chase stock which they pledged as col- 
lateral security. These and _ related 
events resulted in the tide of bank fail- 
ures. Mr. O'Connor, ‘isting the causes 
for bank failures in detail, gives them 
in the following order: 


Financial depression. 

Incompetent management. 

Depreciation of securities and in value 
of collateral. 

Closed by run—lack of public confidence. 

Defalcation of officers and employees. 

Miscellaneous causes. 

Excessive loans to officers and directors. 

Excessive investment in bank building. 


Opening the banks after the holiday 
was a task of gigantic proportions. It 
involved the careful consideration of 


9938 national banks throughout the 
United States by the Comptroller’s 
office in conjunction with officials of the 
Treasury and the various Federal Re- 
serve banks. A total of 1407 of the 


banks considered could not, it was 
found, be licensed to reopen until fur- 
ther corrective action was taken. In 
many cases receivers had to be ap- 
pointed and assets conserved. These 
days of dismal routine were not with- 
out their human sidelights. Mr. O’Con- 
nor tells of one bank president who 
appeared at the Comptroller’s office 
with a portfolio of all his personal pos- 
sessions, life insurance included, which 
he wished to be added to the resources 
of his bank for the benefit of the de- 
positors. A brother of another presi- 
dent of a hard hit bank bought all the 
doubtful assets of the institution at a 
cost to himself of over $25,000. It is 
touches such as these that show the real 
spirit of the bankers at the time, a spirit 
that received a lot less publicity than 
the swan song of the banks that failed. 
Most important and far reaching of 
the remedial legislation adopted were 
the provisions for the creation of the 
Federal Depost Insurance Corporation 
in the Banking Acts of 1933 and 1935. 
Deposit insurance, Mr. O’Connor thinks, 
has more than justified its existence de- 
spite inequalities in the system which 
have yet to be ironed out. As the as- 
sessment provisions now stand the per- 
centage of deposits covered by the in- 
surance ranges from over 99 per cent. 
in some of the smaller banks to less 
than 1] per cent. in a few of the larger 
banks. This is because assessments are 
levied on total average daily deposits 
and benefits are paid according to the 
size of each individual deposit—that is, 
a bank with no deposits under $5000 
would be paying its assessment with- 
out providing much actual insurance in 
proportion to total deposits. This is 
one feature of the insurance as it now 
exists that Mr. O'Connor thinks might 
well be considered for revision. 
Recovery, as far as the banks are con- 
cerned, is now an accomplished fact, 
says Mr. O’Connor and he supports his 
contention by quoting comparative fig- 
ures of national banks revorting their 
condition to the Comptroller’s office. 
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The book throughout is a factual 
record supplying a wealth of detail on 
one of the most trying periods in our 
financial history. A generous appen- 


dix is devoted to reproductions of 
statistical tables compiled by the Comp- 
troller’s office and extracts from legis- 
lative acts and presidential speeches and 
proclamations. 


ContTrRoL PoLicies OF THE REICHBANK 
1924-1933. By Mildred B. Northrop, 
Ph.D. New York: Columbia Uni- 
versity Press. 1938. Pp. XII-405. 
$4.00. 


THE post-war period in Germany pro- 
duced what was probably both the most 
severe and complicated financial situa- 
tion that we are ever likely to witness, 
and it is the struggle of the Reichsbank 
to deal adequately with this situation 
that is the object of this study. During 
the decade 1924-33 three important 
changes in the German banking system 
developed, all of which were extremely 
significant in the question of - central 
bank control. First, all types of banks 
entered into the commercial credit field 
with a resulting expansion of short-term 
credit; second, there was a rapid inte- 
gration in each of the bank groups; 
and third, a remarkable growth of pub- 
lic credit institutions took place. With 
these factors the Reichbank had to deal 
as well as with an impoverished popu- 
lation nervous from the recent dis- 
astrous inflation. Deal with these prob- 
lems the Reichbank did as long as 
control was in its hands and in such 
a way as to be illuminating to the 
thoughtful student. 

The author points out that in studying 
the methods of the Reichbank, as the 
central bank of Germany, care should 
be taken not to base criticism on the 
theory that interference with “economic 
forces” should be avoided. Central 
banks, she points out do exist, and must 
by their very nature interfere with eco- 
nomic forces. Therefore, the object of 
this analysis of the Reichbank is not to 
argue the merits of control v. laissez- 
faire but to examine the extent of the 
control exercised and the effectiveness 
of the methods adopted. During the 
period in question the Reichbank was 
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the only institution in Germany with 
comprehensive plan of stabilization de- 
signed to treat the country for its eco- 
nomic ills. As such, the author feels, 
it was the central figure in bringing 
Germany back to some semblance of 
normality in its economic life, though 
many problems such as unemployment 
and the expansion of the export trade 
lay outside the limits of monetary man- 
agement alone. 

On the whole this study gives a pic- 
ture of the economic rebirth of the Ger- 
man nation under the leadership of the 
Reichbank up until the culmination of 
the National Socialist movement, In 
these few years the bank exercised rigid 
controls and exercised them in what 
often seemed to be both a highly suc- 
cessful and highly unorthodox way. 
Because of both the success and the un- 
usualness of its method, a study of the 
brief history of the Reichbank’s reign 
should shed considerable light on cen- 
tral bank problems. 


THe CuHurcu Can Save THE Wort. 
by Samuel M. Shoemaker. New 
York: Harper & Bros. Pp. 162. 
$1.50. 


SAMUEL M. SHOEMAKER, as the leader 
of the Oxford Group in this country, 
knows what a force a group of “God- 
guided” men and women can be in ac- 
tively fighting the “forces of evil.” He 
has seen positive results in changed 
lives and definite accomplishments. 
That is why he believes that “the 
Church can save the world” and in this 
new book with that title he tells how. 

The world, contends Mr. Shoemaker, 
is facing a pretty general disintegration 
and the forces of good have never been 
more needed than they are at the present 
time. The church, he says, has never 
had such an opportunity. 

There is a subtile kind of warfare 
being waged between the forces of good 
and evil, or “antiChrist” as the author 
terms it. What can the Church do? 
It must wage a spiritual revolution, says 
Mr. Shoemaker, by making a combined 
front with all the forces of good. But 
it must be a “resurrected, vitalized, 
God-empowered Church” with no im- 
ternal conflict and it must lead in this 
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revolution an army of “Changed God- 
guided men and women.” 

There is at present in the heart of 
every good man and woman a desire to 
make their lives count in the battle 
against the evils of the world. Their 
natural reaction is “what can I do— 
my part dould be so small?” But sup- 
pose, suggests Mr. Shoemaker, that each 
individual action were multiplied by 
millions. A million changed indi- 
viduals—listening to God for guidance 
—what a spiritual revolution that would 
he! 

Here, concludes the author, is a chal- 
lenge for every man and woman. Do 
we dare refuse? 


Reat Estate PRINCIPLES AND PRACTICE, 
By Philip A. Benson and Nelson L. 
North. New York: Prentice-Hall, 
Inc. 1939. Pp. xxi—583. $5.00. 


WHEN a book of this type has reached 
its nineteenth printing, little need be 
said of its value and its place in its 
field. Both Mr. Benson and Mr. North 
are recognized real estate authorities 
and their book has come to be almost 
the standard guide book on the subject. 

In the present printing, which is com- 
pletely revised, all the changes in the 
real estate field that have occurred since 
the book originally appeared are dealt 
with thoroughly. The revision was 
undertaken with the idea of bringing 
the book up to date by introducing a 
number of completely new subjects 
which it was felt should be covered but 
which were not touched upon in the old 
book. A comparison of the chapter 
titles in the revision and the older book 
bring this out clearly. 

Mr. Benson, well known as the presi- 
dent of the Dime Savings Bank of 
Brooklyn and vice-president of the 
American Bankers Association, says of 
the work on which he collaborated: 
“Mortgage lenders, which include not 
only mortgage companies but insurance 
companies, should all be interested 


particularly in appraising, mortgage 


lending and title examination. These 
factors are given careful consideration 
in the book.” 

And says co-author North, real estate 
lawyer and assistant professor of real 
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estate at New York University: “The 
chapters, particularly those on valua- 
tion and mortgage lending, have been 
substantially prepared with a view not 
only to cover those subjects generally, 
but to aid in appraising real estate in 
the present market and the handling 
and servicing of pre-depression mort- 
gages still in the hands of investors.” 

The book bears the endorsement of 
the National Association of Real Estate 
Boards. In commenting on the book 
they said, “It is the most comprehensive 
general book yet written for the real 
estate field.” 


Business CORRESPONDENCE AND OFFICE 
MANAGEMENT. By Edward A. Duddy 
and others. Chicago: American 
Technical Society. 1938. Pp. 220. 
$1.75. 


A BOOK on business that gets down to 
the solid ground of practical illustra- 
tion and words of one syllable is a book 
on business worth reading. That is 
just what this volume does. The ma- 
terial covered is divided into two sec- 
tions, each handled by experts. The 
first section, covering business corre- 
spondence, first presents briefly in gen- 
eral terms the qualities necessary for 
good results—knowledge of the subject, 
command of English, judgment, tact, 
courtesy, imagination, and the tricks of 
emphasis which have proven successful. 
Once these essential principles have 
been established the remainder of the 
section is devoted to reproductions of 
business letters that have actually 
“clicked.” There is a short analysis of 
each, indicating the points it illustrates. 

The second section, on office manage- 
ment, covers the details of organization, 
with suggestive charts, and the possi- 
bilities of innumerable types of office 
equipment. Such divisions of the work 
as mail handling, filing, and stenogra- 
phy are carefully studied together with 
an analysis of the various systems in 
use. Descriptions of machines and the 
work they handle is complete with il- 
lustrations both of the machines them- 
selves and sample forms of the work 
done on them. 

Completeness and simplicity, in fact, 
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are what makes this book more than 
just another business book. 


Monetary Po.ictes OF THE UNITED 
States 1932-1938. By James Daniel 
Paris. New York: Columbia Uni- 
versity Press. 1938. Pp. VII-198. 
$2.75. 


Since 1932 the United States monetary 
system has been subjected to more 
changes than it had for the preceding 
century and the purpose of this volume, 
according to the author, is to trace these 
various recent changes down to the 
early part of 1938. He first describes 
the conditions antecedent to the steps 
taken during the depression and then 
analyzes in turn the manipulation of 
the gold dollar, the silver buying 
policy, the changed Federal Reserve 
Note, and the passing of the National 
Bank Note. This first section is largely 
descriptive in that it gives an account 
of the policies adopted and the reason- 
ing in Administration minds that caused 
their adoption. In a second section Mr. 
Paris brings his own opinion more into 
the work and tells us just what he 
thinks of our recent financial history. 

On the whole he feels that the poli- 
cies have both been influenced by po- 
litical expediency and have failed to 
accomplish the objectives set for them. 
Summing up in a paragraph he says: 
“When viewed in the mass, the mone- 
tary policy of the United States in the 
years 1932-38 appears to be but a 
conglomerate of short, staccato steps. 
The steps have not always been taken 
in the same direction, even though the 
policies underlying them did allegedly 
have in view some rather vague goals 
connected with price-raising and with 
recovery in internal activity and foreign 
trade. Some of the steps taken were 
definitely aimed at these goals, while 
others were taken in exactly the oppo- 
site direction. In justification it can 
perhaps be said that the exigencies of 
the moment demanded certain steps, 
and that the steps were but fluctuations, 
as it were, about a main line of trend. 
Some of the drives toward the goals 
may be said to have gone a shade too 
fast, and thus were above the main line 
of trend, while others were too slow, 
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and thus below the trend-line. Al. 


though it would be intellectually satis. 
fying to be able to accept this reason- 
ing sequence, it would be straining a 
point to do so.” 


How to Get Tuincs Done. By David 
Seabury and Alfred Uhler. New 
York: Julian Messner, Inc. 1938. 
Pp. XV-278. $2.00. 


Tuis is a “self-help” book of the Dale 
Carnegie type but with more psychology 
and science and less stagecraft and is 
for this reason, perhaps, more valu- 
able and at the same time less interest- 
ing that “How to Win Friends.” While 
the Carnegie book succeeds by giving 
anecdote illustrations of tricks of the 
trade of getting ahead, this volume de- 
votes itself primarily to analyzing the 
mental processes that control our ae- 
tions. What the author tells us are 
things that we recognize but have never 
really considered seriously enough to 
let become working principles. He 
says, for example: “Shutting out the 
unimportant is a mighty factor in an 
efficient mental focus.” This is obvious, 
as is everything else in the book. We 
recognize a hundred similar _high- 
sounding principles when we hear them. 
The object of this book is to show us 
that recognition alone is worse than 
useless, that action is necessary, and 
that action will produce results. 

In a word, the author shows us how 
we apply our minds to business and 
how we might better apply them. 


BOOKS RECEIVED 


SELECTED List OF CURRENT FINANCIAL 
Sources. By Eleanor S. Cavanaugh. 
New York: Special Libraries Asso- 
ciation. 1938. Pp. 54. $2.00. 


For those who believe that knowing 
where to find information you may 
want is fully as important as the stock 
of information in your head this book- 
let should prove invaluable. Listed by 
countries are hundreds of publications 
and circulars of financial information 
the world over which may be had in 
many cases for the asking. Both prt 
vate publications and company organs 
are listed. 
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NEWS DIGEST 


This department presents a compact review of newsworthy developments in the banking 
field during the past month. The news, obtained from many sources, has been carefully 
condensed and arranged by topics. 


Anniversaries 


qThe year 1938 marks the 75th anni- 
versary of the First National Bank of 
Louisville. The bank opened its doors 
on October 22, 1863, during the War 
Between the States. 

The bank’s first home at Sixth and 
Main Streets still stands. In turn, sev- 
eral other homes have been occupied 
until the final move to Fifth and Court 
Place, where the early American struc- 
ture at present occupied by the First 
National and its affiliated organizations 
was completed in 1927. 

The First National’s charter is Num- 
ber 109, and it was the first granted 
south of the Ohio River, making it the 
oldest National Bank in the South. A 
recent tabulation showed that of its 108 
predecessors throughout the country, 
only 35 had survived. 

An interesting document is the ex- 
aminer’s report dated December 8, 1866, 
a copy of which is in the bank’s 
archives. John Hopley was the exam- 
iner. The bank’s capital stock was then 
$300,000. Surplus was given at $63,- 
195.73, “being above the 20 per cent.,” 
Examiner Hopley noted. Headings 
“Records,” “Other Books,” “President,” 
“Cashier,” “Directors,” ‘Stockholders,” 
Office” and “Safe,” provided for com- 
ment. were bracketed together and the 
notation made “All Right,” George A. 
Lewis was then president of the bank 
and R. M. Cunningham cashier. 

With the opening last year of an 
office at Fourth and Chestnut Streets, 
In the heart of Louisville’s shopping 
district, First National operates through 
eight offices throughout its home city 
besides the main bank. 

In 1923 First National’s deposits first 
went over the $10,000,000 mark, the 
exact figures in the annual statement 
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being $10,189,035.37. In the 15 years 
since, the bank’s growth has continued 
to be gratifying to those in charge of 
its affairs. At the half-way mark, 1930, 
total deposits were $23,165,831.19, and 
at the mid-year of 1938 they were $36,- 
656,013.40. Capital is $1,000,000.00 
and surplus $2,000,000.00. 

The official family is headed by Ralph 
C. Gifford, as president, who joined the 
organization in 1915. He is also presi- 
dent of the affiliated companies. 


Associations 


@ The Nineteenth Annual Convention 
of the Morris Plan Bankers Association 
will be held October 10-12 at the 
Greenbrier Hotel, White Sulphur 
Springs, West Virginia. Among the 


Ralph W. Pitman, president of the 
Morris Plan Bankers Association. 
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speakers scheduled to address the con- 
vention are the Honorable Homer A. 
Holt, Governor of West Virginia; Mar- 
shall R. Diggs, Acting Comptroller of 
the Currency, and Philip A. Benson, 
first vice-president of the American 
Bankers Association. There are at pres- 
ent 94 Morris Plan institutions estab- 
lished in 120 cities situated in 31 states 
and the District of Columbia. Morris 
Plan institutions loaned in excess of 
$195 million in the year 1937, and now 
have combined total assets amounting to 
$200 million. Ralph W. Pitman is the 


present president of the association. 


Building and loans 


q The extent to which the United States 
Government is directly interested in 
the Federal Savings and Loan Associa- 
tions is shown by figures recently re- 
leased by the Federal Home Loan Bank 
Board. During the first half of 1938 
more than $4,500,000 was received by 
Government agencies as dividends on 
their investments in 1343 savings and 
loan associations. 

The board announced that 1,078 Fed- 
eral savings and loan associations paid 
average annual dividends of 3.56 per 
cent., while 265 state associations paid 
an average of 3.42 per cent. Since Gov- 
ernment agencies were first authorized 
by Congress to invest in qualified thrift 
associations which sought funds to ex- 
pand their home-financing operations, 
dividends paid the Government have 
totaled approximately $17,793,000. 


GA useful booklet of information for 
building and loan association directors 
has been published by the Committee 
on Trends of the United States Building 
and Loan League. Believing that an 
analysis of present practices and trends 
will be invaluable for shaping future 
policy, the committee has here presented 
information on average interest rates, 
loan plans, length of loan term, per- 
centage of value, credit analysis, 
income-property loans, construction 
supervision, appraisal practices, lending 
areas, and directors and employees. Of 
especial interest are the following con- 
clusions: 
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“Associations probably cannot ex- 
pect to attract savings funds for less 
than current rates, 3 per cent. to 344 
per cent.; and, adding operating costs 
and necessary reserve allocations, this 
means that, on typical terms, loans can- 
not be furnished in volume at less than 
5% per cent. 

“Associations should continue, typi- 
cally, to confine most loans to a maxi- 
mum loan term of about 12 years. 

“Association management believes 
that an average percentage of value 
loaned of about 60 per cent. is still 
sound practice, and has not followed 
governmental influences toward higher 
loan percentages very far.” 


Buildings 


@ Plans are under way for a new wing 
to be erected to the south and rear of 
the present First National Bank build- 
ing in Palm Beach, Fla., it has been an- 
nounced by R. E. Conn, cashier. Mr. 
Conn states that because of the growth 
of the bank’s personal loan department, 
which has been located on the mez- 
zanine floor, more space has become 
necessary. This department will be 
moved to the present bookkeeping room 
on the first floor and the bookkeeping 
department will be moved to the new 
wing as soon as completed. The new 
structure will add 1,625 square feet of 
floor space to the bank. It will also 
contain a new directors’ room, account- 
ing department and fire proof vault on 
the second floor and will be insulated 
against heat and ventilated by a cool- 
air fan system. Communication be- 
tween tellers on the first floor and the 
bookkeepers will be through inter-com- 
municating telephones, with a pneumatic 
tube system for the transmission of 


checks. 
q Regardless of the trend of the build- 


ing industry as a whole, the construction 
of bank buildings seems to be going 
forward at a good pace. The Tilghman 
Moyer company of Allentown, Pa., @ 
firm of architects and engineers who 
specialize in the design of bank and 
office buildings, have reported a num- 
ber of recent contracts. 
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The First National Bank of Houlton, 
Maine, is remodeling and enlarging its 
present quarters. 

A number of labor saving features 
are going to be incorporated in the 
banking room which will make for 
added convenience, and greater secur- 
ity. Upon completion of the additions 
and improvements the bank will broaden 
the scope of its present activities. 

The Merchant’s National Bank of 
Bangor, Pa., has decided to move from 
present badly crowded quarters to a 
newly remodeled building. 

The changes to be made contemplate 
the facing and veneering of the entire 
3-story front with Indiana limestone 
resting on a polished black granite 
base. The first floor interior, which was 
formerly occupied by a club and the 
American Store Company, will be made 
over into a modern and up to date 
banking room. : 

The new interior will include a num- 
ber of labor saving devices and appoint- 
ments, such as are to be found in the 
institutions of the larger cities, which 
will make for added convenience to the 
public and for greater security to the 
bank’s patrons, as well. The new quart- 
ers are being planned in keeping with 
the latest standards in bank operation 
and the layout is being arranged to 
provide for the growth and progress of 
the years to come. 

Particular attention will be paid to 
the two vaults, which are being erected 
in connection with the new building. 
The main security vault is being de- 
signed in accordance with the most ad- 
vanced standards of burglar proof con- 
struction and is being reinforced in the 
very same manner as are all of the Fed- 
eral Reserve Bank vaults which have 
heen erected throughout the country 
during the past 10 years. The overall 
thickness of the door protecting this 
new vault will be 1614 inches and it 
will as well be equipped with all of the 
latest_ and most approved devices for 
defeating any attempted entrance by 
either bandit or burglar. 

An entirely new vault 21 feet long, 
located immediately behind the present 
rear wall of the building and the re- 
arrangement of existing facilities is 
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planned by the First Trust Company of 
Wellsville, New York. The new vault 
is to be an exact duplicate of the con- 
struction which has been used by the 
United States Government in the erec- 
tion of all the Federal Reserve Bank 
vaults built during the past 10 years. 

The Laconia (N. H.) Savings Bank 
has voted to veneer and modernize the 
exterior of their present bank and office 
building. The new exterior will be of 
stone, steel and aluminum and upon 
completion it.is believed that the new 
front will contribute materially to the 
appearance of the business district of 
the city of Laconia. 

The Citizens Savings Bank of Mar- 
tins Ferry, Ohio, has signed a contract 
to enlarge and modernize their present 
banking quarters. 

The remodeling consists of an entire 
rearrangement in the interior which 
will provide for added facilities and 
greater convenience both to the work- 
ing organization and the public, as 
well. A number of labor saving fea- 
tures are going to be incorporated in 
the banking room which will make for 
added convenience and greater security 
and which, at completion, will enable 
the bank to widen the scope of its pres- 
ent activities. 

Local labor, local supply concerns 
and local subcontractors will be used 
on the construction wherever it is pos- 
sible and practical to do so. 

A perspective of the proposed new 
banking room is now on display in 


the bank’s public lobby. 


Deaths 


q George H. Kirchner, president of the 
Union Guardian Trust Company, De- 
troit, Mich., died on August 22. 


Federal Reserve System 


G Taking advantage of a new interpre- 
tation of the Federal Reserve Act which 
permits companies devoted exclusively 
to trust service to become members of 
the Federal Reserve System, California 
Trust Company, one of the largest such 
companies in the United States, has ap- 


plied for and has been admitted to 
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membership, according to A. E. Hunt- 
ington, president of the company. 

“The principal object in applying 
for membership in the Federal Reserve 
System,” said Huntington, “was to ob- 
tain all the protection available for 
our clients and beneficiaries. 

“In addition, membership in the Fed- 
eral Reserve System, automatically 
provides membership in the Federal 
Deposit Insurance Corporation.  Cali- 
fornia Trust Company directs its atten- 
tion exclusively to the various phases 
of trust activity and does not receive 
deposits as do savings and commercial 
banks and accordingly does not have 
any deposit liabilities. Nevertheless, 
under FDIC regulations, trust funds 
placed on deposit by it with banks will 
be insured to a much greater extent than 
heretofore,’ Huntington pointed out. 

According to the trust official, Cali- 
fornia Trust Company is one of the 
first trust companies in the country to 
qualify for membership in the two Fed- 
eral organizations since the new inter- 
pretation was placed on the Federal 
Reserve Act early this year. 


Group banking 


q A booklet entitled “A directory of 
the Marine Midland Banks” has been 
issued showing the communities served 
by this group of banks; the officers, 
directors, and financial statement of 
each bank; and a combined statement 
of the banks of the Marine Midland 
Corporation. According to this state- 
ment, resources total $494,602,829.52. 
Cash on hand and due from banks 
amounts to $101,735,560.47 and loans 
and discounts to $132,395,240.69. De- 
posits total $436,243,223.48 of which 
$245,480,862.07 are demand and $182.- 
235,570.55 while $8,526,790.86 are 
inter-group deposits. 

The Marine Midland group serves 
over 30 New York State communities 
and 300,000 depositors. 


Legislation 


q Recently issued by the American 
Bankers Association is a valuable book- 
let summarizing the 1938 Federal legis- 
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lation affecting banking. It coutains 
in addition briefs on bills which were 
presented and not passed, but which 
are of interest as indicative of possible 
trends in Federal legislation affecting 
banks. Among these are included dis. 
cussions of such typical examples as 
bank holding companies, Government 
loans to small business, and Federal 
licensing of corporations. 


Loans 


q Critics of the banks who claim that 
the bankers of the country are on strike 
and will not lend money were aptly 
answered last month by President C. F, 
Burton of the City Bank of Washing- 
ton, D. C., in a letter appearing in the 
Washington Evening Star in answer to 
a critical anonymous letter previously 
appearing in that paper. With unusual 
effectiveness and forcefulness Mr. Bur- 
ton pointed out that in the first place 
these criticisms are almost always made 
by people who have been refused bank 
credit and are, in the second place, 
read and judged by those who know 
little or nothing about banking. Said 
Mr. Burton in his letter of rebuttal to 
the Star: 

“The thing to consider is the ques- 
tion of whether or not this applicant, 
whom you quote, was entitled to the 
accommodation requested. He states 
that he has a net worth of $6000 and 
wants to borrow $1000. Have you 
ever seen a statement where the appli- 
cant has $56,000 in assets and owes 
$50,000? I have, many times. That 
makes a net worth of $6000. Would 
you care to lend your own or other 
people’s money on such a statement? 
In the case you cite there is no indi- 
cation as to what are the assets or lia- 
bilities, nor whether he has set down 
as an asset all of his accounts receiv- 
able—many of which might be bad; 
his inventory—which may be depre- 
ciated—or furniture and fixtures that 
would not be worth 10 cents on the 
dollar. 

“I tire of hearing people say that 
banks will not lend except on Govern- 
ment bonds. Such statements usually 
come from people unable to qualify as 


THE BANKERS MAGAZINE for October, 1988 





borrowers. The banks have’ millions 
upon millions loaned merely on signa- 
tures and the character and standing 
of the borrowers, but they are not go- 
ing to break themselves or their de- 
positors by making bad loans in order 
to avoid passing criticism. The critics 
can pass too quickly on the other side 
when trouble comes. 

“Bankers are human beings despite 
all the funny stories related of them. 
They are just persons like yourself 
and not a species set apart. Few own 
any considerable portion of the banks 
in which they are officers. They are 
responsible, not alone to their de- 
positors, but to their own stockholders. 
The layman seldom, if ever thinks of 
this. To him the banker is the bank. 
They can and do make mistakes and 
there are good and bad among them, 
but as a whole I claim that their stand- 
ing in any community as honest, de- 
cent, law-abiding citizens will compare 
favorably with that of any other group 
who are trying to do their part—not 
with a glass eye, but with their hearts 
as well, trying to live up to the enor- 
mous and conflicting trusts that are 
given to them.” 

On the same subject the Bulletin of 
the Idaho Bankers Association has this 
to say: 

“From every part of the United 
States come emphatic denials from 
banks of the charge made by Jesse 
Jones, chairman of the Reconstruction 
Finance Corporation, ‘That bankers are 
sitting on the side-lines and refusing 
to make justified loans.’ The statement 
has been made by the Financial Adver- 
tising Association, that banks of the 
United States have spent more than 
one million dollars in advertising for 
loans and to promote the loan business. 

“It hardly seems conceivable that 
banks should refuse to make justified 
loans when their very bread and butter 
depends on that very thing. It seems 
no more probable than that a grocer 
would refuse to sell his goods to a 
customer, or that any other merchant 
would not eagerly greet anyone com- 
ing inio his store who wanted to pur- 


chase the articles which he has for 
sale. 
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“The principal business of the banker 
is to sell credit and his chief income 
is derived from that source. 

“It would appear that Jesse is after 
all a banker first and a politician after- 
wards. 

“The facts taken from the most re- 
cent available statement of the National 
Bank of Commerce of Houston, whose 
chairman is Jesse Jones, show that the 
bank has resources of practically $44,- 
000,000 and its deposits are $37,000,- 
000 and yet this bank has out in loans 
and discounts only $7,878,000 and it 
has invested in Government securities 
$10,000,000, in other securities prac- 
tically $4,000,000 and carries in cash 
on hand and on deposit in other banks 
practically $20,000,000. This propor- 
tion carried in loans and discounts can 
scarcely indicate the type of broad lib- 
erality in making loans which Mr. Jones 
as chairman of the Reconstruction 
Finance Corporation requests all other 
banks in the United States to make.” 


q According to a survey of the work- 
ing capital position of fifty major and 
fifty moderate-sized U. S. corporations 
announced by the New York investment 
management firm of Young & Ottley, 
Inc., American banks will be unable to 
count on industry as a source for the 
greatly increased loans recently urged 
upon them by the _ Reconstruction 
Finance Corporation. 

“The whole question,” said President 
Walter von Tresckow of Young & Ott- 
ley, Inc., “is not one of wanting to lend 
money on the part of the banks nor the 
desire of the Federal Government for 
loans, but one of facts as to the need 
for loans on the part of industry. 

“Our research department has just 
completed a study of the working capi- 
tal position of fifty of the largest U. S. 
corporations covering these thirteen 
major industries: auto and auto equip- 
ment, agricultural equipment, aviation, 
building products, chemical. containers, 
electrical equipment, foods, mining, 
oil, railroad equipment, retail trade, 
and steel; and of fifty moderate-sized 
corporations important in the thirteen 
industries above and also representing 
public utilities and tobacco.” 
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Bank of America, San Francisco, has 
inaugurated an advertising campaign to 
explain the comprehensive lending serv- 
ices for individuals, commerce and in- 
dustry that the bank makes available. 

A. P. Giannini, chairman of the 
board of directors, stated: 

“The lending policy of Bank of 
America is to provide the soundest type 
of credit best suited to the need of every 
individual and of every established 
business no matter how large or small. 

“If any man or woman of good char- 
acter and proved ability requires money 
for any worthy purpose—for business 
or for personal uses, no matter how 
specialized the need, Bank of America 
has, or will endeavor to provide, the 
type of credit that will be most help- 
ful.” 

Profiting from its large-scale success 
in the field of personal loans and auto- 
mobile financing, the bank has applied 
similar methods in the field of loans 
to business and industry. 

For large firms there is provided a 
convenient method of making amortized 
loans in bond or note form, such loans 
being particularly fitted for expansion 


of operations or the refinancing of 
present indebtedness. 
For small businesses, term loans are 


available in amounts from $500 to 
$5000, repayable in from one to five 
years, depending upon the circum- 
stances. The primary purpose of these 
loans is to furnish working capital for 
established businesses, not to finance 
new ventures or liquidate past-due in- 
debtedness to creditors. They do not 
replace ordinary seasonal financing, 


which will be handled as in the past. 


Mortgages 
q The savings banks in the City of 
New York have announced that for the 
year ending June 1, 1938, they made 
3897 mortgage loans for a total dollar 
amount of $58,292,846, according to a 
statement issued by the Savings Banks 
Association of the State of New York. 
While this of course includes some sub- 
stantial loans, the great bulk of the 
mortgage loans made were for indi- 
vidual homes. The average for all 
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loans made was slightly under $15,000, 
These figures do not include purchase 
money mortgage loans on properties 
which savings banks held and have sue- 
cessfully returned to private ownership, 

These fifty-seven banks, with assets 
as of January 1, 1938, of $4,815,921, 
965, and deposits of $4,159,208,328, 
were carrying mortgage loans in their 
portfolios as of the same date aggregat- 
ing $2,337,445, 254. 


Personal 


q At a recent meeting of the board of 
directors of the National City Bank of 
New York W. Randolph Burgess was 
elected vice-chairman of the board of 
directors. Mr. Burgess has been aston 
ciated with the Federal Reserve Bank 
of New York since 1920. 

At the same meeting William Gage 
Brady, Jr., a vice-president of the Na- 
tional City since January, 1921, was 
elected senior vice-president in charge 
of domestic operations and Joseph H. 
Durrell, a vice-president since 1922, 
was elected senior vice-president in 
charge of overseas operations. 

Mr. Burgess was born in 1889 at 
Newport, R. I., and was graduated from 
Brown University in 1912. Since 1930 
he has been in charge of open market 
operations in Government securities 
which the Federal Reserve Bank carried 
out in behalf of both the Reserve Sys- 
tem and the Treasury. His book, “The 
Reserve Banks and the Money Markets,” 
is widely recognized as an authoritative 
exposition of the subject. 

Mr. Brady was graduated from Co- 
lumbia University in 1908 and first be- 
came associated with the National City 
Bank in 1915. He is a trustee of the 
East River Savings Bank. 

Mr. Durrell, born on an Iowa farm, 
attended school in Dayton, Iowa, where 
he gained his initial banking experi- 
ence with the First National Bank. He 
joined the National City in 1918 and 
organized twenty-three branches for the 
bank in Cuba by the end of 1918. A 
year later he became the bank’s repre- 
sentative in Mexico City, coming to New 
York in 1921 to act as assistant vice 
president, Caribbean District. In April, 
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W. Randolph Burgess, newly elected 
vice-chairman of the board of the 
National City Bank, New York. 


1922, he was elected resident vice-presi- 
dent, with headquarters in Havana, re- 
turning to New York in 1925 as vice- 
president in charge of the Caribbean 
District. Late in 1930 his powers were 
further broadened when he was made 
vice-president and manager of the bank’s 
overseas division. 


{ Andrew Wilson, Jr., has been elected 
president of the County Trust Company, 
White Plains, N. Y., succeeding Arthur 
H. Titus who has been elected president 
of the board. For the past eight years 
Mr. Wilson has been vice-president of 
the Bank of the Manhattan Company 
of New York City. 


q Robert G. Cowan, formerly connected 
with the Federal Reserve Bank of New 
York, has been appointed cashier of the 
National Newark and Essex Banking 
Company, Newark, N. J. He will as- 
sume his new duties on October 1, ac- 
cording to an announcement by Charles 
L. Farrell, president of the bank. Mr. 
Cowan succeeds Spencer S. Marsh who 
for several years has occupied the dual 
position of vice-president and cashier. 
Mr. Marsh will continue as vice-presi- 
dent. Mr. Cowan is a graduate of 
Exeter Academy, attended Massachu- 


The 
Federal Reserve Bank 
of Boston 


By 
JosEPH H. TAGGART 


HERE for the first time in book 

form is a complete treatise on 
the history, economic background, 
organization and operation of the 
Federal Reserve Bank of Boston. 
It is one of a series of investiga- 
tions into various phases of bank- 
ing history undertaken by the 
faculty and graduates of Columbia 
University. 


The author, who is on the fac- 
ulty of the University of Kansas, 
is a native of Massachusetts. Be- 
sides a careful study of all of the 
available data, he has supplemented 
his research with personal inter- 
views with officials of the Federal 
Reserve Bank and Boston bankers. 


The book contains 75 tables and 
15 charts. The price is $5 deliv- 
ered. Examine a copy on 5 days’ 
approval. 


Price $5 delivered. 


BANKERS PUBLISHING COMPANY 
465 Main Street, Cambridge, Mass, 
Please send me on approval a copy of 
“The Federal Reserve Bank of Boston” 
by Joseph H. Taggart. At the end of 
5 days I will either remit $5 or return 
the book. 
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Robert G. Cowan, cashier, 
National Newark & Essex 
Banking Co., Newark, N. J. 


setts Institute of Technology, and re- 
ceived a B. S. degree in Banking and 
Finance from New York University. 

Gustave E. Wiedenmayer, who has 
been associated with the bank’s credit 
department, has been appointed assist- 
ant cashier and Charles E. Helwig has 
been advanced from assistant cashier 
to assistant vice-president. 


Personnel 


q A codperative retirement plan for em- 
ployees of the United States National 
Bank, of Portland, Ore., has been an- 
nounced by Paul S. Dick, president. 

According to the plan, which became 
effective August 1, emplovees who have 
been with the bank one year or more 
in all of its 23 units will be eligible 
for compensation at certain ages of re- 
tirement. These are specified as 60 
years for women and 65 years for men. 
Under arrangements made with the 
Prudential Insurance Company of 
America, employees will contribute a 
percentage of their earnings toward the 
retirement fund and the bank assumes 
the remainder of the expense, making 
the plan coéperative. 

As stated by Mr. Dick, the matter 
of retirement of the bank’s employees 
on compensation has been thoroughly 


surveyed with the view of perfecting 
plan that would be both practical ¢ 
workable. 


Convention Dates 


GENERAL 


October 10-12—Morris Plan Ban we 
Association. The Greenbrier, Whi 


Sulphur Springs, West Va. 

October 31-November 2—National For 
eign Trade Convention, Hotel Cor 
modore, New York. 3 

October 31-November 3—Financial Adé 

Fort Worthy 


vertisers Association. 
Texas. a 
November 14-16—National Association 
of Bank Auditors and Comptrollers, 
Houston, Texas. ¥ 
November 14-17—American Bankers 
Association. Rice Hotel, Houston 
Texas. a 
November 14-17—Association of B 
Women. Houston, Texas. 





STATE AND SECTIONAL 

October 11-14—Mortgage Bank 
Association of America. Chicag 
Illinois. 

October 11-12—Nebraska Bankers Ass 
ciation, Omaha. 

October 14-15—Joint meeting of thé 
New Hampshire Bankers Association 
and the Savings Banks Association of 
New Hampshire. Mountain View) 
House, Whitefield. 

October 19-21—Pacific Coast-Roel 
Mountain States Trust Conferences 
St. Francis Hotel, San Francisco. ~ 

October 21-27—New York Savings? 
Banks Association. Nassau Cruise : 
on Motorliner Kungsholm. 

October 24-29—Investment Bank 
Association of America. White $ 
phur Springs, West Virginia. 4 

November 11-12—Arizona Bankers: 
Association. Westward Ho Hotel 
Phoenix. 5 

1939 3 

May 3-4—Indiana Bankers Association. 
Claypool Hotel, Indianapolis, Ind. © 

May 14-19—Virginia Bankers Associa 
tion. Bermuda cruise on S. S. Queet 
of Bermuda. 

June 5-9—American Institute of Ba 
ing. Grand Rapids, Michigan. 
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